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Q-

INTRODUCTION AND PURPOSE OF TESTIMONY

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS2

3 A. My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive

Phoenix. Arizona 85029

Q- ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE?5

6

7

A. On behalf of the applicant, Rio Rico Utilities, Inc. ("RRUI" or the "Company")

Q- ARE YOU THE SAME THOMAS J. BOURASSA THAT FILED DIRECT

AND REBUTTAL TESTIMONY IN TI-IIS DOCKET?

9 A. Yes. I am submitting separately bound rejoinder testimony on rate base, income

statement, revenue requirement and rate design, along with this rej binder testimony

on the cost of capital

12 I SUMMARY OF REBUTTAL TESTIMONY AND THE PROPGSED COST
OF CAPITAL FOR THE COMPANY

15 Q-

A. Summary of Company's Final Position

WHAT IS THE CO1VIPANY'S FINAL POSITION ON THE COST OF

CAPITAL?

17 A. The Company's position regarding the cost of equity has not changed since my

rebuttal testimony was filed on February 1. The Company's proposed capital

structure is its actual capital structure, which consists of 100 percent common

equity. I continue to recommend a cost of equity of 11 .7 percent, which results in a

weighted cost of capital ("WACC") of 1 l .7 percent

As I explained in my rebuttal testimony, I believe that a return on equity of

11.7 percent is fair and reasonable, and properly takes into account RRUI's

financial and business risk. It is based on applying the Discounted Cash Flow

("DCF") model and the Capital Asset Pricing Model ("CAPM") to the sample

group of publicly traded water utilities normally used by Staff and approved by the
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Commission in setting rates for numerous water and wastewater utilities, including

affiliates of RRUI. The return produced by those models is adjusted downward by

100 basis points to account for the absence of debt in the Company's capital

structure and then upward by 50 basis points to account for the Company's

extremely small size, lack of investment liquidity, and the additional risk that

results from the particular rate-making methods employed in Arizona. The table

below summarizes the Company's final position

High Midpoint

11.5%10.8%

% 15.6%

10.6%

Method

Range DCF Constant Growth Estimates

Range of CAPM Estimates

Average of DCF and CAPM midpoint

estimates

Financial Risk Adjustment

Specific Company Risk Premium 0.5% 0.5%

13.4% m,

The schedules containing the cost of capital analysis are attached to my cost of

capital rebuttal testimony. There have been no significant changes in the financial

markets that affect that analysis, which was performed approximately five weeks

Indicated Cost of Equity

22 Q,

Summary of the Final Positions of Staff and RUCO

PLEASE SUMMARIZE THE COMPANY'S FINAL POSITION

REGARDING STAFF'S RECOMMENDED EQUITY RETURN AND
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1 Staffs cost of capital witness, Mr. Manrique, continues to recommend that RRUI's

actual capital structure be used.l He also continues to propose a return on equity of

9.2 percent. That return is based on the average cost of equity produced by its DCF

and CAPM models .- 10.3 percent - and a 110 basis-point downward adjustment

for RRUI's financial risk.2 Based on its 100 percent equity capital structure, he is

again proposing the WACC for RRUI to be 9.2 percent. ° The most serious

problems with Staff's recommendation, in summary, are

(1) Staff's downward adjustment for financial risk is overstated. First

Mr. Manrique has misapplied the Hamada formula by using the book value of the

sample utilities' equity rather than the conceptually correct market value of their

equity. Moreover, he has assumed that the average beta of the sample utilities can

be applied to RRUI, even though RRUI is much smaller and is rislder than the

publicly traded utilities

(2) Staff ignores the fact that RRUI is riskier than the publicly traded

utilities in the sample group, despite RRUI's small size, lack of liquidity and

Arizona's unfavorable regulatory climate. No rational investor would agree with

Staff's position, which violates the comparable earnings standard

(3) Staff improperly double-counts historic growth rates in estimating the

futuredividendgrowth rate .- g - in the DCF model, and fails to properly utilize the

best estimate of expected dividend growth, analysts' forecasts. Historic growth is

already reflected in the current stock prices of the publicly traded sample utilities

and is considered by analysts in developing their growth rate forecasts. This error

depresses the result produced by the DCF model

Surrebuttal Testimony of Juan C. Manrique ("Manrique Sb.") at 2
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1 Q- PLEASE SUMMARIZE THE COMPANY'S FINAL POSITION

REGARDING RUCO'S RECOMMENDED EQUITY RETURN AND

4 A.

are

16

In contrast, the Commission recently authorized

19

RUCO did not revise its cost of equity recommendation or its recommended

WACC .- 7.9 percent - in its surrebuttal testimony." As I discussed in my rebuttal

testimony, RUCO's witness, Mr. Rigsby, estimated that the cost of equity for its

sample utilities is only 7.9 percent, based on the results of its DCF and CAPM

methods.5 RUCO's cost of equity is driven by its extraordinarily low CAPM

estimate, 6.1 percent, which is lower than the current yield on an investment grade

bond and, moreover, lower RUCO's own hypothetical debt cost. Mr. Rigsby

obviously utilized techniques that greatly bias downward his cost of equity

estimates and, for this reason, has actually recommended a cost of equity that is 9.0

percent .- 110 basis points greater than the results produced by his models. The

most serious errors in RUCO's cost of equity estimate, in summary,

(1) RUCO relies on a sample group of publicly traded gas utilities to

estimate RRUI's cost of equity, and estimates that this industly's group's cost of

equity is only 7.6 percent. a

% return on equity for Southwest Gas Corporadon.° The water industry

sample group has significantly more market risk than the gas industry sample

group, as estimated by each industry group's beta, and therefore has a significantly

higher cost of equity than 10.09

(2) RUCO used a sample of only four water utilities when useful data for

three other water utilities that Staff includes in its sample group are available

26

Surrebuttal Testimony of William A. Rigsby ("Rigsby Sb.") at 2 .- 3

Direct Testimony of William A. Rigsby Dt. ("Rigsby Dt.")ate - 5

6 Southwest Gas Corporation, Decision No. 70665 (December 24, 2008)
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Moreover. RUCO included Southwest Water Company in its water sample group

despite the fact that less than 50% of Southwest Water's revenues are derived from

regulated activities. In addition, Southwest Water is a financially distressed

company and should not be considered in determining RRUI's return on equity

(3) RUCO erroneously relies on geometric annual averages in his CAPM

estimates instead of conceptually correct arithmetic annual averages to compute the

historic market risk premium

(4) RUCO did not compute a current risk premium in estimating the cost of

equity using the CAPM, notwithstanding the fact that Staff has consistently

presented, and the Commission has consistently approved, CAPM estimates that

rely on a current market risk premium

(5) RUCO erroneously uses total returns on Treasury securities to estimate

the historic market risk premium in its CAPM estimates, rather than the

conceptually correct income returns

(6) RUCG erroneously uses the yield on a 5-year Treasury note as the risk

free rate in its CAPM estimates rather than the conceptually correct expected yield

on a long-term Treasury bond

This unrealistic result is exacerbated by RUCO's use of a hypothetical

capital structure of 40 percent debt and 60 percent equity/ This results in an

effective overall return on equity of only 6.9 percent when RUCO's fictitious

income tax deduction is considered. A similar RUCO proposal was rejected by the

Commission as "results-oriented" in Black Mountain's recent rate case.° The most

serious problems with RUCO's hypothetical capital structure, in summary, are

26 8 Black Mountain Sewer Corporation, Decision No. 69164 (December 5, 2006) at 19 - 20
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(1) RUCO effectively reclassifies 40 percent of RRUI's equity investment

into debt

(2) RUCO provides a low debt cost of just 6.26 percent on 40 percent of

RRUI's equity investment

(3) RUCO imputes fictional interest expense into its income tax

computation which penalizes RRUI by a loss of operating expenses of nearly

$100,000

8 Q,

15

MR. BOURASSA, STAFF AND RUCO BOTH HAVE RECOMMENDED A

DISALLOWANCE OF VIRTUALLY THE ENTIRE AMOUNT OF

CENTRAL OFFICE COSTS INCURRED BY APT AND ALLOCATED TO

I F  A D O P T E D  B Y  T H E  c o M m l s s l o n ,  W O U L D  T H A T

DISALLOWANCE OF THE APT CENTRAL OFFICE COSTS HAVE ANY

IMPACT ON THE COST OF EQUITY FOR RRUI AND, IF so, PLEASE

EXPLAIN

HOW SO?

Yes, a denial of the APT Central Office Costs would deprive RRUI of the

opportunity to earn the rate of return as set by Staff and RUCO based on the

sample group of publicly traded utilities. Specifically, Staff and RUCO have

disallowed the costs incurred by APIF, through APT, a publicly traded income

fund, including costs for escrow fees, shareholder communications, securities

filings, Board of Director/Trustee fees, auditing and financial requirements

imposed on publicly traded companies (such as Sarbanes-Oxley or its Canadian

equivalent), and other similar costs. In disallowing those costs, however, Staff and

RUCO have failed to address the impact of denying the APT costs on their cost of

capital analyses

as

25

26

Q-
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1 A. In developing information on cost of equity, both Staff and RUCO rely on data

from publicly traded companies in deriving their cost of equity calculations. Those

companies include San Jose Water, Connecticut Water, American States, Aqua

America, California Water and Middlesex Water, among others. Essentially, Staff

and RUCO use financial information from Value Line, which is based on the

annual reports filed by the various companies in the sample group. In those annual

reports, the companies in the sample group report the various costs of being

publicly traded on their respective exchanges as expenses, including director fees

taxes and audits. For example, companies such as San Jose Water, Connecticut

Water, American States, Aqua America, California Water and Middlesex Water

incur expenses associated with boards of directors, audit fees, and tax services as a

result of being publicly traded. Unfortunately, however, Staff and RUCO do not

adjust for denial of those expenses in their cost of capital analyses

It is arbitrary and unfair for Staff and RUCG to set RRUI's cost of equity

based on net earnings of the sample companies, which reflect corporate expenses

of being publicly traded, but disallow RRUI from recovering those costs in this

case. Staff and RUCO have not produced any evidence showing that the regulatory

jurisdictions for the sample companies have disallowed those corporate costs from

inclusion in operating expenses of those companies. If those jurisdictions allow

recovery of such corporate costs as operating expenses for the sample companies

then, by denying those same costs for RRUI, Staff and RUCO would prevent RRUI

from earning its authorized rate of return. In fact, I am aware that the California

PUC has authorized recovery of these types of expenses

See, e.g., In Re San Jose Water Co., 2004 WL 1947074 at 114.8 (Cal. P.U.C. 2004) (approving settlement
which "includes an additional $141,000 for 2004 and $143,000 for 2005 for expenses related to
compliance with the Sarbanes-Oxley Act. In 2002, Congress enacted the Sarbanes-Oxley Act. Among
other things, section 404 of the Act requires companies to establish and certify their internal financial
control systems by developing risk assessments and an internal audit plan....The new requirements of the
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1 11. REJOINDER TO STAFF'S COST OF CAPITAL ANALYSIS., TESTIMONY
AND RECOMMENDATIONS

4 Q-

A.

A. Staffs Financial Risk Adjustment

PLEASE COMMENT ON STAFF'S FINANCIAL RISK ADJUSTMENT?

Because Staff incorrectly uses book values in its Hamada approach, for the reasons

set  forth in my direct  test imony, Staffs recommended surrebuttal financial risk

ad jus t ment  o f 110  bas is  po int s  is  o ver s t a t ed  by a t  leas t  50  bas is  po int s

Accordingly, Staffs cost of equity estimate would increase from 9.2% to at least

9.7% if market values rather than book values were used in the Hamada method

10 Q- WHAT REASON DOES STAFF GIVE TO SUPPORT THE USE OF BOOK

A.

20 Q~

VALUES?

Rather than providing any authoritative support for using of book values in the

Hamada method, Staff simply claims that the use of book values is "prudent and

reasonable in a regulatory environment Following Staffs reasoning it  should

also be prudent and reasonable in a regulatory environment to use current book

values rather than current stock prices in the DCF model to determine the dividend

yield and the cost of equity. After all, we are applying a return to an original cost

rate base (book value) for the determinat ion of the return dollars available to

investors

WHAT WOULD BE THE RESULTS OF STAFF'S MODELS IF BOOK

VALUES ARE USED RATHER THAN STOCK PRICES?

Sarbanes-Oxley Act also have increased the audit fees associated with the standard financial auditing
required of a publicly traded company.")

Direct Testimony of Thomas J. Bourassa (Cost of Capital) ("Bourassa COC Dt.") at 8 - 12

Staff unadjusted cost of equity of 10.3% less 50 basis points

Manrique Sb. at 3
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If book values are used rather than stock prices, Staff's dividend yield increases to

6.3% and Staffs cost of equity estimate for the DCF constant growth method

would increase from 9.4% to 12.09 Further, Staff multi-stage DCF estimate

would increase from 10.3% to 12.6%. The average of Staff" s DCF method would

increase to 12.3% from 9.9%

6 Q- WHY IS IT REASONABLE TO USE BOOK VALUES RATHER THAN

STOCK PRICES IN THE DCF?

8 A. As I pointed out in my direct testimony, the application of the DCF model

produces estimates of the cost of equity that are  consistent with  investor

expectations only when the market price of a stock and the stock's book value are

approximately the same. The DCF model will understate the cost of equity when

the market-to-book ratio ("M/B") exceeds 1.0 and conversely will overstate the

cost of equity when the M/B is less than 1.0. u Staff has not disputed this point

Dr. Morin points out that one of most important reasons for caution and

skepticism in the application of the DCF model is that it "produces estimates of

common equity cost that are consistent with investors' expected return only when

stock price and book value are reasonably similar, that is, when the M/B is close to

unity In fact, Dr. Morin provides an illustration which shows that when a

market based return is applied to a book value figure it will produce insufficient

earnings necessary to provide the indicated dividend and indicated growth." Over

time, earnings will be insufficient to pay dividends and both earnings and book

value will necessarily decline

Bourassa COC Dt. at 27

Roger A. Morin, New Regulatory Finance 223-24 (Public Utility Reports, Inc. 2006) ("Morin") at 434

Id. at 434
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1 Q-

3

IS THERE A WAY TO RESTATE STAFF'S CAPM RESULTS IN TERMS

OF BOOK VALUE?

Yes. A book value return firm the CAPM can be obtained using a derivation of

the DCF model The equation is

r -- m/B(k_g) +

Where r = book return on equity
M/B = the market-to-book ratio
k = market cost of equity
g = growth rate

Using the average of Staffs CAPM results of 10.6% as k, the average M/B ratio of

1.7 for Staff sample group as M/B, and an implied growthrate of 6.9%" as g, the

indicated book equity return for Staffs models using the equation above is 13.2%

and is computed as follows

13.2% = 1.7(10.6% - 6.9%) + 6.9%

Thus. Staff's CAPM estimate would increase to 13.2% from 10.6%

19 Q- WHAT WOULD BE STAFF'S OVERALL COST OF EQUITY ESTIMATE

USING THE BOOK VALUE BASED DCF AND CAPM DESCRIBED

ABOVE?

22 A. The average of Staff's DCF and CAPM estimates would increase to 12.8% from

l0.3%. Applying Staff's book value based financial risk adjustment of 110 basis

Morin at 364

= k - D1/Po where K = return on equity and D1/P
expected dividend yield. The average of Staffs CAPM estimates is 10.6% and Staff's dividend yield is
3.7%, thus the implied growth rate in 10.6% less 3.7% or 6.9%

Solving for g (growth rate) in the DCF equation, g
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points to Staff's book value based cost of equity estimate would result in an

indicated cost of equity of 11.7% as shown below

6.3%
DCF Method
Constant Growth DCF estimate (book value)
Multi-stage DCF estimate (book value)
Average of DCF estimates

12.6%

12.3%

CAPM Method
CAPM (book value)

k
13.2%

Average
Financial Risk Adjustment

Total

12.8%

From Staff Surrebuttal Schedule JCM-3

11 Q- WHAT IS THE AVERAGE PERCENTAGE PROJECTED RATE OF

RETURN ON BOOK COMMON EQUITY FOR THE WATER UTILITIES

SAMPLE MR. MANRIQUE USES TO DETERMINE BENCHMARK

COSTS OF EQUITY ESTIMATES?

15 Based Mr. Manrique's water industry sample and for which Value Line provides

projected book returns, the average ROE is 12.0% It is found as the average of

Value Line's projected ROEs for American States of 12.0%, for Aqua America of

% and California Water of 12.0% This compares favorably with the 11.7%

estimate shown above and like the ll.7%, it is much higher than the 10.39

estimate of Staff.

22 Q.

Firm Specific Risk

PLEASE RESPOND TO MR. MANRIQUE'S TESTIMONY ON PAGE 3

THAT YOU HAVE "CHERRY PICKED" CERTAIN ASPECTS OF OTHER

26

Value Line Investment Survey, January 22, 2010

The unadjusted average of Staff's DCF and CAPM results as shown on Staff Surrebuttal Schedule
PCM-3 is 10.3%

FEN N EMORE CRAIG
PROFESSIONALCORPORATION

Puoeulx

A.



4 A.

REGULATORY ENVIRONMENTS TO DISPUTE HIS TESTIMONY THAT

DOING BUSINESS IN ARIZONA IS NO LESS RISKY THAT OTHER

STATES

The accusation that I "cherry picked" certain attributes of other regulatory

environments is simply not true. Mr. Manrique has not provided specific examples

of attributes of other regulatory jurisdictions that I have over looked nor has he

disputed my testimony concerning the attributes of other regulatory environments

that reduce regulatory and investment risk I could similarly accuse

Mr. Manrique of "cherry picldng" his so-called "attractive" Arizona regulatory

attributes that he cited in his testimony.21 The important difference between

Mr. Manrique and me is that I addressed and refuted each one of the Arizona

attributes he cited with specific responses and examples as to why they did not

make Arizona more attractive than other jurisdictions." Mr. Manrique has not

disputed that testimony. Consequently, Mr. Manrique fails to support his assertion

that Arizona is no different than other jurisdictions because as he states, "it is the

overall effect that is relevant

17 Q~ PLEASE RESPOND TO MR. MANRIQUE'S TESTIMONY ON PAGE 4

THAT REGULATORY R I S K  I S A FIRM-SPECIFIC RISK AND

INVESTORS CANNOT EXPECT TO BE COMPENSATED FOR FIRM

SPECIFIC RISKS

21 A. Mr. Manrique's assertion is undermined by the fact that the Bluefeld standard

requires the return on equity be commensurate with returns on enterprises with

Rebuttal Testimony of Thomas J. Bourassa (Cost of Capital) ("Bourassa COC Rb.") at 18 .- 20

Direct Testimony of Juan C. Manrique ("Manrique Dt.") at41

Bourassa COC Rb. at 14 .- 18

Manrique Sb. at 3
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comparable risks (the "comparable earning standard"). The impact of the various

factors on investMent risk that I have discussed throughout my testimony, such as

small size, construction risk, regulatory risk, lack of diversification, small customer

base, liquidity risk, etc., are factors which make RRUI more risky and therefore not

comparable to the large publicly traded water companies

Mr. Manrique admits, for example, that smaller companies tend to have

higher betas than larger companies making smaller companies more risky." It

stands to reason that RRUI would have higher beta than the sample water

companies." Yet, Mr. Manrique blindly accepts that the average beta of the much

larger publicly traded water utilities as the beta for RRU1." Further, Mr. Manrique

does not dispute the data contained in Morningstar supporting small company risk

premiums Yet again, Mr. Manrique ignores this evidence

The only Finn-specific risk Staff acknowledges is financial risk. Other risks

that would obviously be considered by any rational investor are simply ignored

Would a rational investor really regard an equity investment in RRUI as presenting

less risk than an equity investment in Aqua America or in Connecticut Water

Services, which have AA- and AAA bond ratings, respectively, for example

notwithstanding the lack of debt in RRUI's capital structure? The answer is a

resounding "no

26

Manrique Dt. at 42

Bourassa COC Rb. at 8

Manrique Dt. at 28

Small company r isk premiums are the r isk premiums not explained by the higher  betas for  small
companies
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2 Q-

Estimates of Growth

ON PAGE 4,  MR. MANRIQUE STATES THAT YOU MAKE THE

ASSERTION THAT THE ONLY FACTOR INVESTORS LOOK AT IS

ANALYSTS' ESTIMATES OF GROWTH. DO YOU HAVE A COMMENT?

5 Yes. First, let me state that I do not use analyst estimates exclusively in my cost of

capital analysis." Second, Mr. Manrique has misunderstood my testimony and

misses the point. That is, if analysts' estimates already consider past growth, then

Staff vastly overstates the impact of past growth rates in its DCF model." And

because Staff overstates the impact of historical growth rates in its estimate of

growth, Staff's models reflect a type of "double-counting" that produces extremely

low results." And, as I have stated, Staff gives less weight to what is arguably the

best estimate of growth

REJOINDER TO RUCO'S COST OF CAPITAL ANALYSIS, TESTIMONY
AND RECOMMENDATIONS

16 Q-

A. Use of Southwest Water to Develop Cost of Equity

MR. RIGSBY CLAIMS THAT IT IS APPROPRIATE TO INCLUDE

SOUTHWEST WATER IN HIS SAMPLE, WHILE EXCLUDING THE

REMAINING THREE PUBLICLY TRADED WATER UTILITIES USED

BY THE CDMPANY AND STAFF. HOW DO YOU RESPOND?

As I have explained in my rebuttal testimony, Southwest Water is not comparable

to RRUI. Southwest Water derives less than 50 percent of its revenues from

regulatedutility services, while the other three utilities on average derive nearly 89

Bourassa COC Dt. at 28 .- 29

Bourassa COC Rb. at 24

I d

Bourassa COC Rb. at 23

FENNEMORE CRAIG
PROFESSIONAL CoRe>oaATxon

PHOENIX

A.

A.

I u H 1\1\1111111



percent of revenues from regulated activities The fact that some of the

unregulated services are "closely related" to the water industry doesn't change the

fact dirt these activities aren't regulated. Although the other utilities are engaged

in some unregulated activities, they still derive most of their revenues from

activities that are regulated

6 Q- MR. RIGSBY CLAIMS THAT SOUTHWEST WATER'S POOR

EARNINGS HISTORY AND OTHER FINANCIAL PROBLEMS SHOULD

BE IGNORED BECAUSE ALL COMPANIES IIAVE VARIATIONS IN

THEIR EARNINGS. IT THAT A LEGITIMATE BASIS TO USE

UTILITIES IN A WEAK FINANCIAL CONDITION?

11 A. No. While it is certainly true that earnings fluctuate, Southwest Water's earnings

have been consistently poor and its dividends have been reduced. Southwest

Water's equity returns for the period 2004 through 2008 averaged 3.6 percent, and

Value Line projects earnings of 3.5 percent in 2009. None of the utilities have had

this sort of earnings history, nor do they have C+ financial strength ratings

17 Q-

B. Use of Publicly traded Gas Utilities

DOES THE COMPANY OBJECT TO THE USE OF THE PUBLICLY

TRADED GAS UTILITIES TO ESTIMATE THE COST OF EQUITY, AS

MR. RIGSBY CLAIMS IN HIS TESTIMONY?

20 No. Mr. Rigsby has misunderstood my rebuttal testimony. The point is that the

sample gas utilities are less risky and therefore not comparable to water utilities

The gas utilities can be used if the results produced by the DCF and CAPM models

are adjusted upward to reflect the water utilities' additional risk. Mr. Rigsby made

no such adjustment

Based on information contained in AUS Utility Reports (January 2010)
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However, the gas sample does provide useful information, which

demonstrates that RUCG's recommended return on equity is unfair and

unreasonable

4 Q, HOW DO THE GAS UTILITIES SUPPORT A HIGHER EQUITY RETURN

FOR RRUI?

6 A. The Commission recently authorized a 10.0 percent return on equity for Southwest

Gas Corporation, based on the recommendation of Staff"s cost of capital witness

Mr. Purcell." Moreover, in August 2009, Mr. Parcell provided cost of capital

testimony for Staff in the pending rate case for UNS Gas, Inc., again

recommending a 10.0 percent return on equity.34 A decision should be used in the

UNS Gas case in the next 60 days. While I don't know what equity return will be

approved for the utility, I expect that it will be approximately 10 percent

Based on these cases, we know that a return on equity of 10 percent is just

and reasonable for an Arizona gas utility. As I explained in my rebuttal testimony

Mr. Rigsby's water industry sample has a beta of 0.83, while his gas industry

sample has a beta of just 0.67.35 That means that the equity cost for a water utility

is greater than a gas utility, based on their relative riskiness. In my rebuttal

testimony, I estimated that the cost of equity for the water industry sample should

be 120 basis points greater than the gas industry sample, using the methodology

employed by Staff in the Arizona Water Company Eastern Group case

Consequently, if gas utilities are used, a significant upward adjustment above the

while the cost of equity for the water utilities was 9.4%

Decision No.70665
See Direct Testimony of David C. Parcell, filed June 8, 2009 in Docket No. G-04204A-08-0571
See RUCO Schedule WAR-7, page 1 of 2

In that case, Staff estimated that the cost of equity for the gas utilities was 10.4% using the CAPM
a difference of 100 basis points. See Direct

Testimony of Joel M. Raker, filed July 8, 2003 in Docket No. W-01445A-02-0619 ("Reiker Dt."), at
Schedule JMR-7 and JMR-18

FENNEMORE CRAIG
PRoFssslol<AL CORPORATION

puosnux



10 percent floor established in the Southwest Gas case must be made to properly

reflect the water industry's higher risk

3 Q- SO THE POINT IS NOT WHETHER IT'S IS APPROPRIATE TO USE A

SAMPLE OF GAS UTILITIES, BUT HOW THEY ARE USED?

5 A. Exactly. Mr. Rigsby has failed to properly use the gas industry sample by ignoring

the differences in risk between the water and gas industries, as estimated by beta

It is a simple matter to adjust the 10 percent return on equity for an Arizona gas

utility upward to account for the additional risk associated with a water utility, as

Staff has done in previous cases. With this adjustment, the indicated cost of equity

for an Arizona water utility (unadjusted for other risks) is 11.2 percent, not 7.9

percent, as Mr. Rigsby has estimated

c .

13 Q.

RUCO's Purported Generosity

MR. RIGSBY TESTIFIES ON PAGE 6  OF  HIS SURREBUTTAL

TESTIMONY THAT RUCO'S RECOMMENDED RETURN ON EQUITY

OF 9.0 PERCENT "IS ACTUALLY GENEROUS." DO YOU AGREE WITH

THIS CHARACTERIZATION OF RUCO'S POSITION?

17 It is preposterous. But we all need a good laugh now and then, and Mr. Rigsby's

testimony kept me laughing out loud for several minutes

Q- WHY IS MR. RIGSBY'S TESTIMONY PREPOSTEROUS?19

20 A. For a number of reasons. First, Mr. Rigsby is not proposing a return on RRUI's

equity of even 9.0 percent. When RUCO's hypothetical capital structure is

considered, the resulting return on equity is only 6.9 percent - a return that is very

nearly equal to an investmentgrade bond. Such a return would be confiscatory, not

generous

Second. the Commission has consistently relied on market-based finance

models such as the DCF and CAPM models to estimate the current cost of equity
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with adjustments for firm-specitic risk. For example, in a recent decision setting

rates for Arizona Water Company, the Commission stated

methods like the DCF model and the CAPM provide

commissions that determine the cost of equity

In estimating its cost of equity, Arizona Water relied on a risk
premium analysis methodology used by the [California] PUC
staff, which uses comparisons to actual or authorized returns
on equity This sort  of "comparable earnings" analysis has
long in discredited for several reasons Market-based

more
reliable estimates of equity cost, because it is capital markets
not regulatory `  .
Use o f t he r isk premium analysis urged by the Company
would circumvent the market forces that regulation attempts
as much as possible,  to  replicate -- e
analysis methodology erroneously assumes
based "actual" ROEs are equal to the cost of equity

risk premium
that accounting

In this case, all of the parties relied on the DCF and CAPM models to estimate

RRUI's cost of equity, using as proxies much larger, publicly traded utilities. The

results of the parties' models are

Party CAPM

13.4%10.1%

Average

11.7%

10.5%Staff

9.7% 6.10%

RUCO's extremely low est imate is obviously driven by it s 6.1 percent  CAPM

estimate. If that estimate is excluded - as it  must be, given that it  is less than the

cost of debt .- the average of the parties' DCF estimates is 9.9 percent, while the

average of their CAPM est imates is ll. l percent ,  result ing in an average equity

cost  of 10.5 percent. I believe that  10.5 percent is too low for RRUI. But 10.5

percent is certainly greater than RUCO's 9.0 percent equity cost  for the sample

utilities and RUCO's effective return of 6.9 percent for RRUI

Arizona Water Company (Western Group),Decision No. 68302 (November 14, 2005) at 37 - 38
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20 Q-

22 A.

Third, as I just discussed, the equity returns being authorized for Arizona

gas utilities is approximately 10 percent. Water utilities are riskier and have a

higher cost of equity than gas utilities. This indicates that RRUI's cost of equity is

much higher than either 6.9 percent or 9.0 percent

Finally, Mr. Rigsby's contention that RRUI's cost of equity should be less

than the DCF and CAPM models indicate because water utilities are viewed as

safe investMents for income oriented investors" ignores the fact that water utility

stocks are nevertheless a risky investment at present. For example, Value Line's

water utility industry analyst, Andre J. Costanza, recently wared investors that the

risk profiles of [the water utility stocks] are higher than one might think," and

stated that investors "with a more conservative bent and an affinity for income can

do better by looking elsewhere, specifically the Electric Utility segment

indicates that the water utility industry is currently viewed by investors as being

riskier than both the electric and gas utility industries, and requires higher equity

returns to compete for investor capital. Yet RUCO's effective return for RRUI is

approaching the current yield on investment grade bonds. Obviously, RUCO's

approach fails to recognize the risk inherent in an investment in the common stock

of a publicly traded water utility, and would produce a return for RRUI that is

unlawful

DID MR. RIGSBY EVALUATE THE COST OF EQUITY FOR ELECTRIC

UTILITIES?

No. I suspect he did not do so because it would have supported an even higher cost

of equity. He selected the gas industry because its beta is lower and, therefore, the

gas industry produces a lower CAPM estimate. It is important to remember that

Value Line, Water Utility Industry (January 22, 2010)
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RUCO's Implementation of the CAPM

5 Q.

7

5.72%

7.29%

RUCO's goal is to force the cost of equity as low as possible, and a fair and honest

assessment of the cost of equity for companies than are truly comparable to RRUI

is not consistent with that goal

D.

PLEASE SUMMARIZE YOUR CONCERNS WITH MR. RIGBY'S CAPM

ANALYSIS

In my rebuttal testimony, I described five problems with Mr. Rigsby's CAPM

analysis. Perhaps most importantly, three out of four of Mr. Rigsby's CAPM

estimates (one for the water industry and two for the gas industry), as well as his

overall CAPM result, are at or below the current cost of Baa investment grade

bonds, which is approximately 6.3 percent.39 The following are the results of

Mr. Rigsby's CAPM as shown on WAR-l, page 3 of 3

Geometric mean CAPM estimate - water industry

Arithmetic mean CAPM estimate - water industry

Geometric mean CAPM estimate - gas industry

Arithmetic mean CAPM estimate - gas industry

Overall CAPM result

6.32%

6.10%

In contrast, the Company's CAPM estimates average 13.4 percent, while Staffs

CAPM estimates average 11.0 percent. Clearly, something is wrong with the

methods and inputs Mr. Rigsby has selected. The most serious problems with

RUCO's CAPM, in summary, are

(1) RUCO uses geometric means to estimate the market risk premium which are

conceptually incorrect and result in very low CAPM estimates

Federal Reserve, January 15, 2010
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(2) RUCO uses conceptually incorrect 5 year U.S. Treasuries for its risk-free rate

(3) RUCO's CAPM results of RUCO's are at or below the cost of investment grade

bonds

4 Q- AT PAGE 9 OF HIS TESTIMONY, MR. RIGSBY ARGUES THAT BOTH

THE GEOMETRIC AS WELL AS THE ARITHMETIC ANNUAL

AVERAGES SHOULD BE CONSIDERED WHEN ESTIMATING THE

MARKET RISK PREMIUM. DO YOU HAVE A RESPONSE?

8 A.

19

I addressed this in my rebuttal testimony.4° I also attached an excerpt from Dr

Morin's textbook in my Exhibit TJB-COC-RB3 to that testimony to show why no

weight should be given to geometric annual averages when computing the market

risk premium ("MRP"). At page 8, lines 22-24, Mr. Rigsby says that consideration

of geometric annual averages is "particularly relevant in the case of the return on

the stock market, which has had its share of ups and downs." He is correct that the

stock market  has been volat ile. In fact ,  the stock market  has been unusually

volatile in the past 5 years. But such volatility is only recognized by the arithmetic

annual average. By contrast, the geometric annual average simply compares two

observations -- the one at the start of the period and the one at the end of the period

It ignores the variability in returns that occurred between the beginning and ending

points, and therefore understates the risk associated with the market. A good

illustration of this point is found in Dr. Morin's textbook on page 134, attached to

my rebuttal testimony as Exhibit  TJB-COC-RB3, which compares the historical

returns of two stocks calculated using arithmetic and geometric averages

Bourassa COC Rb. at 36 -- 37
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1 Q-

4

12 Q-

DOES MR. RIGSBY'S EXAMPLE ON PAGES 10 AND 11 OF HIS

SURREBUTTAL TESTIMONY JUSTIFY USING GEOMETRIC ANNUAL

AVERAGES TO FORECAST THE FUTURE?

No. His example correctly shows that the geometn'c annual average is the best way

to describe what has happened in the past, but our goal is to forecast what may

happen in the future. When we are determining a forecast of the future from past

data. we never know what the final outcome will be when we hold risky assets

Therefore, we look at an average of all of the annual returns from the past to try

and glean what may happen. If we actually low what is going to happen .... as

Mr. Rigsby assumes -- the asset would be risk-less and not a risky asset like a

common stock

AT PAGE 12, MR. RIGSBY CITES A BOOK BY COPELAND, KOLLER

AND MURRIN (SQCIQVIM) TO SUPPORT HIS CLAIM THAT A TRUE

MARKET RISK PREMIUM MAY LIE SOMEWHERE BETWEEN THE

ARITHMETIC AND GEOMETRIC ANNUAL AVERAGES. DOES IT?

No. At page 219, the authors state16

17

18

19

20

21

The arithmetic average is the best estimate of future expected
returns because '
The simple geometric average return is 0 percent [in
10.6], but this is the historical return along a single path that
was realized by chance. Although the geometric return is the
correct measure of historical performance, it is not forward
looking

all possible paths are given equal weighting
exhibit

Q~ AT PAGE 12, LINES 18-22, MR. RIGSBY ALSO CLAIMS THE CKM

BOOK SHOWS THAT YEAR-TO-YEAR RETURNS ARE NOT

INDEPENDENT, WHICH MEANS THAT THE ARITHMETIC AVERAGE

BASED ON AN AVERAGE OF ANNUAL RETURNS HAS LESS

CREDENCE. WHAT DOES CURRENT RESEARCH SHOW ON THIS

POINT?

FENNEMORE CRAIG
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1 A. Morningstar provides updated evidence on this point. Morningstar has determined

that the yearly difference between the stock market total return and the income

return on long-term Treasury securities in any particular year is random, i.e., there

is no serial correlation." Therefore, the arithmetic average of those annual returns

provides the best estimate of the average of all "possible paths" of concern to

CKM. Also, if annual returns are independent of each other, it is appropriate to use

annual periods, rather than a longer period such as two years or three years, as is

suggested by Mr. Rigsby at page 13, to compute arithmetic averages

9 Q~ AT PAGE 13 OF HIS TESTIMONY, MR. RIGSBY ALSO DISCUSSES

OTHER POTENTIAL DATA PROBLEMS RAISED BY CKM AND

STATES THAT AFTER CKM CONSIDERED THOSE PROBLEMS, THEIR

ESTIMATE OF THE MRP WAS IN THE RANGE OF 4.0% TO 5.5%. IS

HE CORRECT?

14 A. No. Based on the data in CKM Exhibit 10.8, they determined that the MRP based

on arithmetic annual averages was 7.5%. which is consistent with Morningstar

Morin and other reliable sources. They then arbitrarily substitute an average based

on two-year periods, 6.5%, and combine that average with a negative adjustment of

%> to 2.0% to account for their subjective view that U. S. stock markets will not

do as well during the next 100 years as they have in the past, to determine a MRP

range of 4.5% to 5.0%. Given the updated analysis in Morningstar, which shows

that annual market returns are random and are not influenced by returns in the prior

year, the correct MRP estimated by these authors is 7.5% if we do not apply their

subjective downward adjustment. Mr. Rigsby should have relied upon the 7.5%

MRP in his CAPM estimate

26 41 Morningstar, Ibbotson SBBI 2009 Valuation Yearbook, p 60
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1 Q- THERE OTHER PROBLEMS WITH MR. RIGSBY'S

3

ARE

CALCULATIONS AT PAGE 13?

Yes. He adds the risk premium range determined by CKM to a 5-year Treasury

bond rate, when the MRP range computed by CKM was based on differences

between returns for large company stocks and long-term government bonds. This

inconsistency must be corrected if data from CKM are used to make the CAPM

estimate. Without the correction, his choice of a 5-year Treasury bond rate biases

downward the equity cost range

9 Q. WHAT HAPPENS TO HIS CAPM EQUITY COST ESTIMATE AT PAGE

13. LINE 17 IF YOU MAKE THE TWO CORRECTIONS YOU HAVE

IDENTIFIED?

12 It increases the equity cost, which Mr. Rigsby determined to fall in a range of

6.26% to 7.769 to ll.9%. The 11.9% is found by adding together a current

long-term Treasury rate of 4.4% and the 7.5% MRP actually estimated by CKM

Mr. Rigsby notes that since utilities are generally somewhat less risky than the

market as a whole and suggests his 9.0% cost of equity is too high

combine his beta of 0.8344 to account for this lower utility risk, his revised CAPM

indicates the cost of equity for a typical water utility is l0.6%. found as

Equity cost %> + (0.83 x 7.5%)

20 Q- ON PAGE 14 OF HIS TESTIMONY, MR. RIGSBY SUGGESTS THAT YOU

WERE INCORRECT IN YOUR CRITICISM OF HIS USE OF TOTAL

RETURNS ON BONDS TO COMPUTE HIS MARKET RISK PREMIUM

PLEASE COMMENT

Rigsby Sb. at 13

I d

See RUCO Schedule WAR-1, page 3 of 3
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As I testified, if the total return on a Treasury security is used, additional risk from

capital loss or gain is injected into the CAPM estimate, which is inconsistent with

treating the Treasury security as a riskless asset.45 Thus, income returns rather than

total returns should be used in the estimation of the equity risk premium

Mr. Rigsby admits that Treasury security income returns ignore the fluctuations in

the price of the bonds - which is exactly what is required for treating die security as

a risldess asset. I would note that, in the instant case, Staff does not use a MRP

based upon total returns in its CAPM estimates, presumably for the same reasons

9 Q- DOES THE F ACT THAT UTILITY RATES ARE NOT SET EVERY

THIRTY YEARS HAVE ANYTHING TO DO WITH THE PROPER

CHOICE OF THE LENGTH OF THE TREASURY THAT SHOULD BE

USED IN THE CAPM AS SUGGESTED BY MR. RIGSBY ON PAGE 14 OF

HIS TESTIMONY?

14 A. No. This is nonsense. As I explained in my rebuttal testimony, the expected stock

return is based upon long-term cash flows, regardless of an individual's holding

period.48 Moreover, short term rates are volatile, fluctuate widely, and are subject

to more random disturbances leading to volatile and unreliable equity returns

18 Q DOES THE ARGUMENT THAT THE ECONOMY IS IMPROVING MAKE

THE USE OF A CURRENT MARKET RISK PREMIUM PASSE?

20 A. Again, no. I find it odd that Mr. Rigsby now seeks to dismiss any consideration of

the current economic conditions. After all, he acknowledges the importance of

Bourassa COC Rb. at 37 -.- 38

Id. at 38

Manrique Dt. at 29. Staff uses historical market r isk premium calculated from Ibbotson Associates
SBBI 2009 Yearbook data

Bourassa COC Rb. at 38 - 39

Id. at 39
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considering current economic conditions." As I have testified, changes in the

current market risk premium have been a significant factor in the cost of equity

authorized by the Commission in the past." And, the current market risk premium

has had impact on the cost of equity in both directions over the years." My current

market equity risk premium of 13.1% in the instant case is no larger than current

market risk premiums employed by Staff and relied upon when adopting Staff cost

of equity in the past." Further, while economic conditions have improved since

the start of the recession in 2008, unemployment remains high and the economic

outlook is still uncertain. Value Line recently commented that "the strength and

sustainability of the economic recovery are open questions at this time

11 Q- ON PAGE 15 AND 16, MR. RIGSBY STATES HIS RECOLLECTION OF

COMMENTS MADE BY PROFESSOR DAMODARAN AND PROFESSOR

MARSTON AT A 2007 CONFERENCE HE SAYS HE ATTENDED. DO

STUDIES MADE BY THOSE PROFESSORS LEAD YOU TO QUESTION

WHETHER THEY WOULD ENDORSE A RANGE OF MRPS OF 4.0% TO

17 A.

20

5.5% IN 2010?

Yes. Iras not at the 2007 conference and do not know what was actually said and

in what context. I am also not aware of the studies upon which the panelists relied

I am aware of a 2009 estimate of the current MRP estimated by Professor

Damodaran anal am also aware of a paper written by Dr. Marston which suggests

these two would not say the current MRP fails in a range of 4.0% to 5.09 First

with respect to Professor Damodaran, I am aware that his current estimate of the

Rigsby Dt. at 38 .- 39

Bourassa COC Rb. at41 - 42

Id. at 42

Id. at 40

Value Line Selection and Opinion, February 26, 2010
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MRP is 6.43%. Work papers supporting that estimate were provided by

Deparhnent of Ratepayer Advocates witness Professor J.R. Woolridge in

California PUC Application 09-05-001, et al., which went to hearing in August

2009. I was a witness in that case for Valencia Water (Application 09-05-002) and

reviewed the work papers supporting the Damodaran estimate. It is possible that

Professor Damodaran presented a lower MRP estimate in 2007

Second, with respect to Professor Marston, I am aware of a paper, "Ex Ante

Cost of Equity Estimates of S&P 500 Firms: The Choice between Global and

Domestic CAPM, published in Financial Management (Autumn 2003), co-authored

with Robert Ham's, Dev Mishra and Thomas O'Bien, Professor Marston estimated

the MRP to be 7.3% based on data for a 16 year period ending in 1998. Given her

past published study, I am puzzled she would state that the MRP has dropped to

less than 5.5% at a conference. As with Professor Damoradan, it is possible that

Professor Martson presented a lower estimate in 2007, but I am not sure on what

basis Professor Martson wouldhavebased her opinion

16 Q. WERE CURRENT MARKET RISK PREMIUMS LOWER DURING THIS

TIME PERIOD?

18 A. As I discussed in my rebuttal testimony, during the Black Mountain Company rate

case in 2006, Staff computed a current MRP of 5.7%. which was much lower than

earlier estimates which over 13% The 5.7% is near the range allegedly offered

by the panelists mentioned byMr. Rigsby

22 Q- DO YOU HAVE ANY RESPONSE TO THE CAPM CALCULATIONS

PRESENTED AT PAGE 16 AND 17 BY MR. RIGSBY?

Bourassa COC Rb. at 40
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1 Yes. These calculations are simply mechanical applications of the simple version

of the CAPM. They rely on the wrong interest rate concept and MRPs attributed to

someone who is not a witness in this case. There is no reason to believe the 4% or

the 5% MRPs are reasonable at this time. Notwithstanding the fact that there is no

support for either of these calculations, there are serious problems with

Mr. Rigsby's claim that equity cost estimates of 5.58% and 6.41% are reasonable

when the cost of Baa bonds was 6.48%. A reasonable estimate of the cost of equity

must be higher than the cost of Baa bonds

Q-

RUCO's Hypothetical Capital Structure

PLEASE SUMMARIZE THE FINAL POSITIGNS OF THE PARTIES

CONCERNING THE COMPANY'S CAPITAL STRUCTURE AND WHAT

IF ANY ADJUSTMENTS TO THAT CAPITAL STRUCTURE ARE

APPROPRIATE FORRRUI

14 A. RRUl's actual capital structure consists of 100 percent equity. RRUI and Staff

propose the use of the Company's actual capital structure to develop the WACC

and required rate of return on rate base, which is consistent with RRUI's prior rate

case and other water and wastewater utility rate cases in this jurisdiction. Staff

proposes a direct, downward adjustment to the cost of equity of 110 basis points in

order to account for the Company's reduced financial risk that is calculated using

the Hamada formula. I also propose such a reduction, but of a smaller magnitude

As I have explained, Staffs adjustment is incorrectly calculated and erroneously

assumes the RRUI would have the same beta as the water utility sample

RUCO. however, has taken a much different tack, and argues that a

hypothetical capital structure should be imputed to RRUI, containing 40 percent

hypothetical debt at a hypothetical interest rate of 6.26 percent. This produces a
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WACC of 7.9 percent (which happens to also equal the cost of equity produced

Mr. Rigsby's DCF and CAPM models). In his direct testimony, Mr. Rigsby

justified this unusual regulatory treatMent by claiming it is necessary to properly

account for RRUI's lower level of financial risk, resulting from the absence of debt

in RRUI's capital structure as compared to the amount of debt in the capital

structures of the large, publicly traded utilities used in the his DCF and CAPM

models.56 Now, in his surrebuttal testimony, Mr. Rigsby has brought out a new

argument: A hypothetical capital structure is needed to reduce the Company's

earnings. In other words, RRUI should be punished for not having a capital

structure that is similar to the capital structure of a large, publicly traded utility

As I stated in my rebuttal testimony, this is unfair and confiscatory

Mr. Rigsby effectively turns 40 percent of the investor's equity investment into

debt and then provides a return on that equity investment equal to only 6.26

percent. Moreover, Mr. Rigsby creates fictional interest expense resulting from

fictional debt with a fictional interest rate to eliminate income tax expense and

ultimately, lower RRUI's test year operating expenses by nearly $100,000. That

reduction reduced the Company's actual rate of return on rate base to

approximately 6.9 percent .- a return that is hundreds of basis points less than the

cost of equity indicated by the parties finance models

20 Q- WHY IS THE REGULATORY TREATMENT ADVOCATED BY RUCO

22 A.

UNUSUAL. MR. BOURASSA?

In recent decisions involving water and sewer utilities, the Commission has used

the utility's actual capital structure and, in some cases, has adjusted the return on

equity to account for financial risk. When it has made an adjustment for financial

Rigsby Dt. at 54 - 55
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risk, the Commission has done so by adding or subtracting basis points from the

cost of equity. The use of a hypothetical capital structure has been rarely used, and

normally only in unusual cases such as the Tucson Electric Power Company case

discussed in Mr. Rigsby's surrebuttal testimony, where the utility was insolvent

and had a capital structure consisting of 100 percent debt

For example, in a recent rate case for Arizona-American Water Company's

("Arizona-American") Paradise Valley District, the Commission adopted Staff"s

10.4 percent return on common equity, which included an upward adjustment of 50

basis points to account for the high percentage of debt in that utility's capital

structure.58 In approving this approach, the Commission explained: "RUCO and

Staff appropriately addressed the Company's higher debt ratio by the generally

accepted regulatory means of accounting for fnancial risk, adding basis points to

the results of their CAPM and DCF analyses Notably, in that case, Mr. Rigsby

added 50 basis points to his cost of equity estimate to account for the increased

financial risk faced by Arizona-American as a result of the Company's debt-heavy

capital structure," just as he did in Arizona-American's prior rate case, decided in

2004.60 RUCO did not propose a hypothetical capital structure

In other recent cases involving larger-sized Arizona water and wastewater

utilities. the Commission has made an adjustment for financial risk in some cases

but not in others.61 In RRUI's previous case, for example, the utility had a capital

26

Rigsby Sb. at 21 .- 22

Arizona-American Water Company, Decision No. 68858 (July 28, 2006) at 28

Id. (emphasis supplied)

Id. at 25

See, e.g., Decision No. 68302 at 30, 34 -. 36 (73.4 percent equity, no financial risk adjustment)
Chaparral City Water Company, Decision No. 68176 (September 30, 2005) at 16, 25 -- 26 (58.7 percent
equity, no financial risk adjustment), Arizona Water Company (Eastern Group), Decision No. 66849
(March 19, 2004) at 23 .- 24, (66.2 percent common equity, Staff"s 20 basis point downward adjustment
for financial risk rejected)
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structure consisting of 100 percent equity and no debt, but no adjustment was made

for financial risk.62 More recently, in Black Mountain Sewer Corporation's rate

case, the utility and Staff recommended the use of the utility's 100 percent equity

capital structure, while RUCO proposed a hypothetical capital structure containing

57 percent  equity and 43 percent  debt .63 The rat ionale provided by RUCO for

using a hypo thet ical capit al st ructure in Black Mountain's case is t he same

rationale that RUCO provided in this case

The water ut ilit ies in my sample,  from which I  derived
estimated cost of common
considered as having

those companies through the DCF analysis

more leveraged
nskler than a utlllty wlth no debt in its

an
equity of 9.49 percent, would be

a higher level of financial risk (Le. the
risk associated with debt repayment) because of their higher
levels of debt . The addit ional financial r isk due to  debt
leverage is embedded in the cost of equities [sic] derived for

Thus. the 9.49
p e r c e n t  c o s t  o f  e q u it y d e r ive d  in  my D C F a na lys is  is

p l ia b le  t o  c o mp a n ie s  t ha t  a r e and
eoretically speaking,

capital structure

The Commission rejected RUCO's proposed hypothetical capital structure

concluding that a capital structure comprised of 100 percent equity should be used

in calculat ing Black Mountain's cost  of equity.  The Commission stated: "We

believe RUCO's hypothetical capital structure recommendation is results oriented

and is not consistent with the Company's actual capital structure

Commission adopted the utility's actual capital structure containing 100 percent

equity, and explained "that adoption of Staff' s recommendation results in a just and

reasonable return for [Black Mountain]

Instead. the

Rio Rieo Utilities, Inc., Decision No.67279 (October 5, 2004) at 11

Decision No.69164 at19

Direct Testimony of William A. Rigsby, filed March 9, 2006 in Docket No. SW-0236lA-05 -0657, at 52

Decision No. 69164 at 20 (emphasis supplied)

Id. at 27, 39 (finding of fact 19)
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In short, as these examples show, the Commission does not consider using a

hypo thet ical capit al st ructure t o  account  fo r  financial r isk,  absent  unusual

circumstances, such as the Tucson Electric case and, in fact, does not always adjust

the utility's cost of equity, even when its capital structure contains no debt

5 Q- IF, AS THE COMMISSION HAS STATED, THE "GENERALLY

ACCEPTED REGULATORY MEANS OF ACCOUNTING FOR

FINANCIAL RISK" IS ADJUSTING THE CAPM AND DCF ANALYSES

HOW DO YOU EXPLAIN THE COMMISSION'S DECISION IN THE

GOLD CANYON SEWER COMPANY RATE CASE?

10 A I can't. That decision67, which is discussed in Mr. Rigsby's direct testimony"", is

best viewed as outlier. It conflicts with the decisions described above and contains

no explanation of why the Commission rej ected use of the Hamada formula, which

as explained, is the method normally used to account for financial risk." That is

one of the reasons why the utility appealed the Commission's decision. Given the

lack of any explanat ion or reasoning for what  the Commission did, it  certainly

doesn't  alter the fact  that  the Commission normally adjusts the cost  of equity

upward or downward to account for financial risk and, in a number of cases, has

made no adjustment at all

19 Q. SINCE WE ARE DEALING IN HYPOTHETICALS, IF A FICTITIOUS

CAPITAL STRUCTURE WITH FICTITIOUS DEBT WERE IMPUTED TO

RRU1. DOES THAT MEAN THAT RRUI'S INCOME TAX EXPENSE

SHOULD BE REDUCED?

Gold Canyon Sewer Company, Decision No. 70624 (November 9, 2008)

Rigsby Dt. at 54 - 55

Decision No. 70624 at 14 (finding of fact 32)
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1 A. Absolutely not. As Mr. Rigsby explained in his direct testimony, the purpose of

using a hypothetical capital structure is to account for financial risk, not as an

excuse to lower operating expenses

However. in his surrebuttal testimony, Mr. Rigsby now contends that the

Hamada formula should not be used because it fails to produce a weighted cost of

debt that can be used in an interest synchronization calculation

7 Q, I AM CONFUSED, MR. BOURASSA. WHAT DOES INTEREST

SYNCHRONIZATION HAVE TO DO WITH WHETHER AN

ADJUSTMENT TO COST OF EQUITY IS APPROPRIATE TO ACCOUNT

FOR FINANCIAL RISK?

I understand your confusion. Interest synchronization has nothing to do with

developing an appropriate cost of equity. It is instead intended to match a utility's

interest expense with the portion of the utility's rate base financed by debt. RRUI

however, has no debt in its capital structure and thus has no interest to synchronize

with its rate base. RUCO's adjustment is entirely fictitious and, frankly, punitive

in nature

Q. WHY IS IT PUNITIVE?17

18

19

20

A.

22

24

Because as Mr. Rigsby's surrebuttal testimony shows, RUCO is actually using its

recommended hypothetical structure to lower RRUI's operating expenses, not to

develop an appropriate cost of equity. In effect, RRUI and its shareholder are

being punished because they have financed their plant with equity. The penalty

being imposed is the loss of almost $100,000 of operating expenses, in addition to

having the WACC reduced by the imputation of fictional debt at an unrealistic cost

This penalty will discourage investment in Arizona, and ensure that RRUI cannot

26

Rigsby Dt. at 54 --. 55

Rigsby Sb. at 20
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cam a reasonable return on its invested capital. Thus, it is both bad policy and

unlawful

The new argument presented by Mr. Rigsby also cannot be squared with the

Commission decisions I discussed earlier. In the Black Mountain rate case, for

example, Staffs cost of capital witness, in explaining why no adjustment to the

utility's return on equity was appropriate, stated

Staff"s ROE recommendation does not reflect a financial risk
adjustment due to the lower financial risk reflected in the
Applicant's capital
companies because
reasonable and the Applicant should be
discouraged,

structure in relation to that of the sample
the Applieant's capital structure is

eneourtzged I
to maintain a healthy capital structure

As I stated. in that case, the Commission adopted Black Mountain's actual capital

structure containing 100 percent equity, and explained that adoption of Staff s

recommendation results in a just and reasonable return

The bottom line is that both the Hamada formula and a hypothetical capital

structure are tools to develop an appropriate cost of equity. Neither is intended to

be used to manipulate a utility's income tax expense, and thereby prevent the utility

from acmally earning its authorized rate of return

19 Q-

RUCO's Unrealistic Cost of Debt

PLEASE COMMENT ON MR. RIGSBY'S HYPOTHETICAL COST OF

21 A. As already mentioned, Mr. Rigsby's hypothetical cost of debt, applicable to 40

percent of his hypothetical capital structure, is 6.26 percent. He bases this debt

cost on the average weighted cost of debt for the large, publicly traded water

utilities in his water proxy group. As I previously discussed, those water utilities

26
Surrebuttal Testimony of Pedro M. Chaves, filed May 4, 2006 in Docket No. SW-02361A-05-0657, at 2

(emphasis supplied)

ENNEMORE CRAIG
ROFESSIUNAL CORPORATION

PHGENIX

l HI ll uullln



have, on average, net plant of $1.47 billion and revenue of $488 million

Moreover, because of their size and the fact that they issue debt in the public

markets, these utilities have published bond ratings. Mr. Rigsby assumes that

RRUI could raise debt capital at the same cost as these entities. I seriously doubt

that it could, and note that Mr. Rigsby has presented no evidence to support his

assumption

7 Q- DO YOU HAVE ANY ADDITIONAL COMMENTS ON MR. RIGSBY'S

UNREALISTIC HYPOTHETICAL DEBT COST?

9 A. Yes. Mr. Rigsby continues to assert that because the Company's parent has access

to the capital markets, the Company can obtain debt financing at a cost of 6.26

percent per annum, i.e., the current yield on a Baa bond. This debt cost is based on

the average weighted cost of debt for the large, publicly traded water utilities in his

water proxy group. As I have discussed in my previous testimony, those water

utilities have, on average, net plant of $1.47 billion and revenue of $488 million

Moreover. because of their size and the fact that they issue debt in the public

markets, these utilities have published bond ratings. They are much different from

RRUI in terms of operating income, cash flow, investment in plant, and other

criteria that would be considered by a lender

Mr. Rigsby apparently acknowledges that RRUI could not borrow the

equivalent of 40 percent of its capitalization .- about $4.5 million - at an interest

rate approaching 6.26 percent. He argues instead that the Company's parent should

obtain debt financing for the Company. This is illogical. An equity investor is not

required to provide debt financing to the firm by virtue of holding the firm's

common stock. To my knowledge, the shareholders of Aqua America and

California Water Service aren't required to secure debt financing for those utilities
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If that were the case, the return on equity would have to be increased substantially

in order to compensate shareholders for acting as lenders

3 Q- HAS MR. RIGSBY PROPOSED TO ADD A PREMIUM TO THE

AUTHORIZED RETURN ON EQUITY TO COMPENSATE FOR THE

ADDITIONAL RISK OF PROCURING DEBT FINANCING FOR RRUI?

6 A. No. The authorized return on equity must compensate investors for the risks they

have assumed by investing their capital in the enterprise. If those risks also include

providing debt financing, a higher return on equity is required. Yet RUCO

proposes an effective return on equity of 6.9 percent for RRUI, which is barely

above an investment grade bond and far less than equity return estimated by the

parties for the industry sample groups. Again, RUCO's recommendations are

punitive and should be rejected

13 Q- DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY ON COST

OF CAPITAL?

15

16

17

18

19

20

A. Yes

22

24
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Q-

INTRODUCTION AND PURPOSE OF TESTIMCNY

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS2

3 A. My name is Peter Eichler. My business address is 23185 Bristol Circle, Oakville

Ontario L6A7H7

Q- ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?5

6 A. I am providing this rebuttal testimony on behalf of Rio Rico Utilities, Inc. ("RRUI

or the "Company")

Q-

A.

DID YOU PREVIOUSLY PROVIDE TESTIMONY ON BEHALF OF THE

COMPANY IN THIS CASE?

No

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?Q-

A. Currently, I am employed by Liberty Water Canada as Manager of Financial

Planning & Analysis

Q- PLEASE SUMMARIZE YOUR WORK RESPONSIBILITIES?

8

9

10

11

12

13

14

15

16

A. I am in charge of financial planning for Liberty Water, including ensuring overall

accountability for rate cases. I am also responsible for analyzing regulatory related

accounting and finance issues and responding to related discovery issues

Q, WHAT IS YOUR EDUCATIONAL AND EMPLOYMENT EXPERIENCE?18

19

20

A.

24

I have been employed at Liberty Water for approximately 6 months. Prior to my

employment at Liberty Water, I spent 4 years at regulated electrical utilities in

Ontario, Canada, worldng in the areas of Corporate Finance, Ratemaking and

Regulatory Affairs

I am a designated accountant, having received the Certified Management

Accountant (CMA) designation in Canada. That designation is similar to a

Certified Public Accountant designation in the United States. In addition, I have

completed a Masters of Business Administration degree from the University of
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Windsor in Ontario, Canada, and have a Bachelor of Commerce degree with a

specialization in Finance from Ryerson University, in Toronto, Canada

3 Q- DO YOU HAVE ANY SPECIALIZED TRAINING RELATED TO UTILITY

5 A.

RATEMAKING?

In addition to my work experience, I have also completed NARUC's Utility School

in November. 2009

II.

Q-

SUMMARY OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

7

8

9

10

A. The purpose of my rebuttal testimony is to provide a detailed explanation of

Liberty Water's affiliate cost allocation methodology in response to the direct

testimonies of Mr. Gerald W. Becker on behalf of Commission Staff and

Mr. Timothy J. Coley on behalf of RUCO relating to Liberty Water's affiliate cost

allocations to RRUI

Based on my review of Staff"s and RUCO's testimony, it appears that Staff

and RUCO do not fully understand our affiliate cost methodology and the benefits

provided to RRUI and our other regulated utilities in Arizona through services

provided by Algonquin Power Trust ("APT") and Algonquin Water Services deb/a

Liberty Water ("Liberty Water"). Both Staff and RUCO seem intent on opposing

RRUI's affiliate cost allocations from APT, irrespective of the undisputed evidence

that RRUI provides high quality utility service at a reasonable cost. In this rebuttal

testimony, I provide a detailed explanation of the affiliate cost allocation

methodology used by the regulated utility affiliates of Liberty Water Company

Inc. ("LWC") including RRUI, Litchfield Park Service Company, Black Mountain

Sewer Company, Gold Canyon Sewer Company, Bella Vista Water Company

Northern Sunrise Water Company, and Southern Sunrise Water Company
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(collectively the "Regulated Utilities"). The Regulated Utilities are wholly-owned

subsidiaries of LWC, which is owned by Algonquin Power Income Fund ("APIF")

We have prepared a detailed paper entitled ."Libelty Water Affiliate Cost

Allocation Methodology," which is attached to my testimony as Exhibit PE-RB1

That paper explains in detail all of the affiliate cost allocations to the Regulated

Utilities by Liberty Water and APT. That paper also demonstrates the substantial

benefits that RRUI and its customers receive from the services provided by APT

This document was previously disclosed in this case in response to data request

GWB 4.2

ALGONQUIN/LIBERTY WATER SHARED SERVICES MODEL AND
AFFILIATE COST ALLOCATION METHODOLOGY

12 Q, PLEASE EXPLAIN APIF'S CORPOR.ATE STRUCTURE AND BUSINESS

MODEL

14

15

A. APIF's primary business is ownership of generating and infrastructure facilities

through investments in securities of subsidiaries. APIF owns 46 electric facilities

and 17 water distribution and wastewater treatment facilities in Canada and the

United States. APIF also owns an electric facility that was not active during the

test year and is not expected to be active in die foreseeable future. Finally, APIF

has an operating interest in seven other facilities, but does not own them. As such

these facilities do not receive the same benefits as those both owned and operated

by the APIF group of companies and are not therefore allocated APIF/APT costs in

the same manner

23

24

Q- PLEASE SUMMARIZE THE SHARED SERVICES MODEL AND THE

RELATIONSHIP BETWEEN RRU1, LIBERTY WATER, AND

ALGUNQUIN POWER TRUST (APT)

qNEM0RE CRAIG
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1 A. There are two main components to this shared services model. First, Liberty Water

provides the day to day operating services and costs associated with the operations

of all its utilities including our RRUI facility. You could call these direct costs

These costs include operations labor costs charged directly based on timesheets

customer service and finance wages allocated based on customer count, and other

administration costs related to the day to day operations of the facility allocated

based on a four-factor formula which uses revenue, cost, capital, and customer

count as the four drivers of cost. RUCO and Staff generally do not have any

obi sections to the cost allocations from Liberty Water

Second, APT provides the corporate administration costs associated with the

running of a company, including costs associated with being a publicly traded

company, to support all of its power generation and infrastnicture facilities

(including utilities). These are indirect costs, including the rent for the central

office where all the staffing works, strategic planning costs, audit, tax services, unit

holder communication. trustee fees, and other costs. These costs are allocated to

Liberty Water based on the relative number of utilities to total facilities and then

further allocated by Liberty Water to each utility based on customer count

Q, IS THAT APPROACH CONSISTENT WITH THE NARUC GUIDELINES

ON COST ALLOCATION?

18

19

20

21

22

A. Yes. Staff and RUCO have criticized the APT allocations for not conforming to

the NARUC guidelines because costs that can be directly charged should be

directly charged. Our methodology does exactly that. APT costs are all indirect

costs, whereas Liberty Water (AWS) costs are mostly direct costs. Therefore

where appropriate, costs have been directly charged24

25

26

Q, ON PAGES 46-47 OF HIS TESTIMONY, RUCO WITNESS MR. COLEY

ASSERTS THAT RRUT HAS FAILED TO REPORT THE APT
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ALLOCATED COSTS AS DIRECT OR INDIRECT COSTS. IS THAT

3 A.

13

CRITICISM ACCURATE?

No. RRUI has complied with the terms and conditions set forth in the NARUC

Guidelines for Cost Allocations and Affiliate Transactions. As noted above. RRUI

has reported all of the APT costs as indirect costs. Under the NARUC Guidelines

indirect costs" are defined as "costs that cannot be identified with a particular

service or product. This includes, but is not limited to, overhead costs

administrative and general, and taxes." Further, RUCO and Staff ignore the

definition of "common costs" in the NARUC Guidelines, which provides (on page

2) that common costs are "costs associated with services or products that are of

joint benefit between regulated and non-regulated business units." The Guidelines

provide that "cost allocations" "can be based on the origin of the costs, as in the

case of cost drivers, cost-causative linkage of an indirect nature, or one or more

overall factors (also known as general allocators) The cost allocation

methodology used by APIF and Liberty Water for RRUI and the other Arizona

subsidiaries follows these NARUC Guidelines

We also have allocated direct costs to RRUI "to the maximum extent

practicable." The APT central office cost pool simply cannot be allocated directly

as a practical matter. In Mm, the NARUC Guidelines provide that the "general

method of allocating indirect costs should be on a fully allocated basis." We have

done exactly that by allocating direct costs from Liberty Water and indirect costs

Q-

from APT

WHY ARE STAFF AND RUCO CONCERNED WITH COMPLIANCE

WITH A GUIDANCE DOCUMENT?

23

24

25

26

A. Staffs and RUCO's primary concern with our cost allocation model seems to be

potential subsidization by RRUI's ratepayers for business operations by

INEMORE CRAIG
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unregulated entities. As stated in the NARUC Guidelines, the "objective of the

affiliate transactions' guidelines is to lessen the possibility of subsidization in order

to protect monopoly ratepayers..." Here, there is no evidence of subsidization by

RRUI's ratepayers. Rather, approximately 73% of the entire Central Office Cost

pool is allocated to unregulated electric facilities. Only 27% of the cost pool is

allocated to regulated utilities, such as RRUI. In fact, RRUI only gets 3.49% of the

total APT cost. The APT costs are allocated to RRUI based on customer count

which is a reflection of RRUI's use and need for those services provided by APT

9 Q- DO YOU HAVE ANY OTHER COMMENTS ON THE NARUC

GUIDELINES?

11

12

A.

14

Yes. While the Company is in general conformance with the guidelines, I would

like to note that the guidelines themselves state that: "These Guidelines are not

intended to be rules or regulations prescribing how cost allocations and affiliate

transactions are to be handled." Further, the Guidelines go on to state that "The

Guidelines acknowledge and reference the use of several different practices and

methods. It is intended that there be latitude in the application of these guidelines

subject to regulatory oversight." These statements clearly indicate that while the

Company does subscribe to the Guidelines, they are and always were meant to be a

set of guiding principles, and not a set of rules or laws prescribing allocation

methodologies

Q. PLEASE CONTINUE21

22

23

24

A. The NARUC Guidelines also make a very clear statement that "Too much

flexibility will lead to subsidization, however, if the affiliate transaction pricing

guidelines are too rigid, economic transactions may be discouraged." Clearly

disallowing almost all of the indirect costs, as Staff and RUCO have done, heavily

discourages APT, Liberty Water and RRUI to undertake what are otherwise
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economic transactions and such prohibition by Staff/RUCO does not comply with

theNARUC Guidelines

3 Q- DOES APIF'S BUSINESS MODEL PROVIDE

REGULATED UTILITIES SUCH AS RRUI?

BENEFITS TO

5

6

7

A.

14

Yes. APIF is publicly traded on the Toronto Stock Exchange. APIF's structure as

a publicly traded income fund provides substantial benefits to its Regulated

Utilities through access to capital markets, strategic management, professional

administrative staff, strong corporate governance and financial controls. As APIF

has a duty to its shareholders to act in accordance with laws and regulations in

areas in which it operates, the very nature of APIF requires the utilities to be Mn

prudently with a keen eye on cost control in order to ensure that costs are

justifiable to regulators. Further, as I mention below, APIF's business model

allows utilities such as RRUI to operate efficiently and with reduced operating

costs. Essentially, APIF's business model allows RRUI and the other Arizona

utilities to provide high quality utility service at low costs

16 Q- DOES APIF GENERATE REVENUES FROM THE COSTS INCURRED BY

A. The costs, absent the utilities and facilities owned by APIF, would not generate any

revenues if incurred on a standalone basis. In other words, APIF has no business

other than operating die utilities and facilities it owns

Q- WHO ARE APIF'S UNIT HOLDERS?

18

19

20

21

22

23

24

A. The Shareholders are both institutional and retail investors. Approximately 20% of

Algonquin's shares are held by institutions, and are included as part of various

pension funds, mutual funds, and monthly dividend and income funds, all of which

appeal to long term investors looldng to invest for savings and retirement purposes

Approximately 80% of Algonquin's shares are held directly by retail investors
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(individuals) who look for a stable, sustainable level of income in the form of

dividend payments. Approximately 30% of Algonquin's shares are held by

investors in the United States

4 Q- THANK you, MR. EICHLER. CONTINUING NOW WITH YOUR

DISCUSSION OF THE SHARED SERVICES MODEL, WHAT SPECIFIC

SERVICES ARE PROVIDED TO THE REGULATED UTILITIES BY

LIBERTY WATER?

8 A. RRUI and the other Regulated Utilities in Arizona do not operate as stand-alone

utilities. As I testified above, RRUI is operated by Algonquin Water Services

which operates under the name Liberty Water, along with six other regulated

Arizona water and sewer utilities, and eleven regulated water and sewer providers

located in Texas, Missouri and Illinois. Liberty Water provides all of the day-to

day administration and operations personnel for these regulated utilities

14 Q- HOW ARE COSTS INCURRED BY LIBERTY WATER ALLOCATED TO

16

17

A. All operations and engineering labor is directly charged by Liberty Water to RRUI

and the other separate Regulated Utilities operated by Liberty Water. Liberty

Water charges those labor rates at cost, which is the dollar hourly rate per

employee as recorded in Liberty Water's job costing system, grossed up by 35%

for burdens such as payroll taxes, health benefits, 401k retirement plans, and other

insurance provided to employees. Engineering technical labor, which is mostly

capitalized, is charged on the same basis, plus an allocation of 10% for Liberty

Water's overheads such as rent, materials/supplies, etc. Liberty Water has its own

offices, separate from the offices where I work in Oakville, Ontario

Other necessary services provided by Liberty Water for the Regulated

Utilities cannot be directly charged to RRUI and the other Regulated Utilities
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Labor for health and safety, accounting, billing and customer service, human

resources, and corporate finance cannot be directly allocated using timesheets due

to the nature of the costs. It simply isn't practical to keep track of time for

employees that serve multiple utilities in small time increments during the course

of a work-day. A shared call center is the perfect example. A customer service

representative at Liberty Water's call center will field calls from customers of

RRUI. Black Mountain and Bella Vista in southern Arizona and the three other

states. This work directly benefits all of the Regulated Utilities, so the costs need

to be allocated to all of them. These costs are allocated based on the relative

customer counts of all of the Regulated Utilities. Using customer counts allows

Liberty Water to allocate those costs to an individual utility, such as RRUI, based

on the relative burden of that utility relating to those services

Overhead costs, like rent, insurance, administration costs, depreciation of

office furniture and computers, also cannot be directly attributed to specific

utilities. These costs are allocated to RRUI and its affiliates by use of a "four

factor" methodology that considers relative size through four weighted factors

total plant, total customers, expenses and labor. understand that this type of four

factor methodology has been util ized by other Arizona util ities, including

Chaparral City Water Company and Global Water. All of the costs charged by

Liberty Water and allocated to RRUI are based on actual costs, either directly

charged or through the allocations described above

22 Q- ARE THE CHARGES FROM LIBERTY WATER INCURRED IN US

DOLLARS?

24

25

26

A. Almost all of the costs charged from Liberty Water are incurred in US dollars

This includes payroll for office and field staff in Arizona, benefits, etc. The few

costs that are incurred in Canadian dollars are currency translated on a monthly
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basis using the average exchange rate for that month, in accordance with Generally

Accepted Accounting Principles

3 Q- HOW ARE OPERATIONS AND ENGINEERING LABOR COSTS

ALLOCATED BY LIBERTY WATER?

5 A. Those costs are billed directly to the Regulated Utility that required the labor, as

documented by time sheets. Appendix 2 of Exhibit PE-RBI is an example t ime

sheet  used by Liberty Water. Those direct  charges are principally direct  labor

including operations and engineering. For example, the costs for a plant operator

working solely for RRUI will be directly charged to RRUI without any further

allocation necessary. Liberty Water directly charges RRUI at cost

11 Q. OKAY. WHAT ABOUT ACCOUNTING, BILLING AND CUSTOMER

SERVICE LABOR COSTS INCURRED BY LIBERTY WATER?

13

14

A. Liberty Water also incurs labor costs for accounting, billing, and customer service

human resources, health and safety, and corporate finance, which are necessary for

RRUI to provide adequate and reliable water and wastewater service to customers

Those costs, however, cannot be allocated to each Regulated Utility using time

sheets due to the nature of the costs. It is not practical to keep track of time for

employees that serve multiple utilities during the course of a work day. For

example, an accounting analyst may analyze the financial performance of all

Regulated Utilities at the same time. Her accounting work benefits all such

Regulated Utilities, so her services and costs would be allocated to all Regulated

Utilities. Likewise, a customer service representative at Liberty Water's call center

will field calls from customers of all Regulated Utilities during a work day. Again

his work directly benefits all such Utilities and his costs should be allocated to all

Regulated Utilities. The key metric driver for this cost allocation was determined
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to be the customer count. Management believes that most of the customer service

and finance functions are driven by the number of customers for each utility

3 Q- FINALLY, HOW DOES LIBERTY WATER ALLOCATE ITS OVERHEAD

CGSTS TO RRUI?

5

such,

14

Costs incurred by Liberty Water for rent, administrative costs, depreciation of

office furniture, depreciation of computers, and other labor cannot be directly

attributed to a specific Regulated Util ity. As those overhead and

administrative costs are allocated to the Regulated Utilities by use of the "four

factor" methodology. Other costs in this category include insurance, janitorial

services and other general non-payroll costs

The "four factor" methodology allocates costs by relative size of the

utilities. The methodology used by Liberty Water involves (1) Rate Base, (2) Total

Customers, (3) Non-Labor Expenses and (4) Labor as allocating factors, with each

factor assigned a specific weight. Liberty Water developed and utilized this

methodology, including all 17 of its utilities, to better allocate costs, recognizing

that larger utilities require more time and management attention and incur greater

costs than smaller ones

18 Q- DOES RRUT AND ITS CUSTOMERS BENEFIT FROM THE SERVICES

PROVIDED BY LIBERTY WATER?

20

21

A.

24

Yes, in several ways. To start, customers of Liberty Water receive significant

benefits from this cost allocation model, including lower costs incurred by the

Regulated Utilities for services that are essential and necessary to the provision of

high quality water and wastewater utility service. The benefits of this type of

shared service model include savings on labor costs by resource sharing. Since

most Liberty Water employees are not dedicated to a specific utility, the utilities do

not need to hire their own dedicated staff thus resulting in significant cost savings
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Likewise, the four factor allocations allow for utilities to be charged by

relative resources and management attention required to operate them. This means

customers of smaller utilities do not subsidize costs of larger utilities. Essentially

this allocation methodology allows costs to be allocated based on the relative

burdens and costs incurred by individual utilities. Further, because it's scalable

the shared services model allows for increased growth with less than proportional

cost increases, meaning the Regulated Utilities can grow without incum'ng a

proportionate or prohibitive increase in the cost of service

9 Q- WHAT SERVICES ARE PROVIDED TO THE REGULATED UTILITIES

11

12

14

BY APT?

APT is the affiliate that provides financial, strategic management, compliance

administrative and support services to the Regulated Utilities operated by Liberty

Water. The costs incurred are corporate administrative costs, they are not labor

costs. As such, these are indirect costs incurred by APT as necessary to run a

company that is part of an Income Fund. APIF then allocates a share of the costs

incurred by its operating arm APT in providing necessary and required services to

the Regulated Utilities. The head office of APT is located in Oakville, Ontario

Canada and provides administrative, technical and management support, regulatory

compliance, and oversight of strategic direction, including approvals of budgets

and ensuring a strict level of corporate governance for RRUI and all of the utilities

operated by Liberty Water. APT's executive management and administrative

support includes accounting and finance, human resources, employee benefits

regulatory and information systems services

24

25 A.

26

Q- DOES APT CONDUCT ANY CTHER BUSINESS?
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the utilities and the other facilities. If those utilities and other facilities did not

exist, APT and all of these indirect corporate administrative costs would not exist

3 Q- BUT HOW DO THESE SERVICES PROVIDED BY APT BENEFIT RRUI

AND THE OTHER REGULATED UTILITIES?

5 A.

16

First, the services provided by APT are necessary to allow RRUI and the other

Regulated Utilities to have access to capital markets for capital projects and

operations. In today's market place, the importance of ready access to capital can't

be understated. Many stand alone Arizona utilities simply do not have the steady

access to capital that is available to RRUI under the APIF corporate model. Far

West Sewer & Water Company is a perfect example' Absent consistent access to

capital, RRUI would not be able to provide a high level of service

One of the fatal flaws in Staffs and RUCO's comparisons of APIF's cost

allocations to stand-alone utilities is the assumption that stand-alone utilities

provide the same level and security of service as provided under APIF's business

model. That simply isn't true as demonstrated by service and financial problems

experienced by various stand-alone utilities including Far West and the McLain

utilities.2 In addition, RRUI receives benefits by having strategic direction

corporate governance, financial controls, and an audit done at the Income Fund

level which reduces the audit requirements upon RRUI. All of these costs ensure

that the Income Fund has a long term strategic direction and remains healthy. This

definitely benefits RRUI's long term health for a fraction of the price. Many small

privately run utilities may not have all of these costs, but history has demonstrated

that without these strategic corporate administrative costs and costs associated with

26

See Far West Water and Sewer Company,Decision No. 71447 (December 23, 2009)

See id.; Northern Sunrise Water Company and Southern Sunrise Water Company, Decision No. 68826
(June 29, 2006), et. seq
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raising capital, the long term well being of the utility is compromised. We and the

Commission know too well the real cost of under-capitalized, under~operated

stand-alone utilities

4 Q, BUT MR. EICHLER, RRUI IS NOT PUBLICLY TRADED, SO WHY DOES

6 A.

IT NEED THESE SERVICES?

For the reason I just mentioned. RRUI is a healthy utility when viewed on a stand

alone basis because it is part of the Algonquin/Liberty Water shared services

model. The same is now true of Black Mountain, Gold Canyon, and we hope soon

the former McLain water companies. While none of these entities is publicly

traded, they are part of a structure and model that includes a publicly traded entity

at the top. This model works, ratepayers get the service they deserve and, at least

in theory, the investors get a return

I really can't understate how much we believe the Regulated Utilities

benefit from strategic direction on long term capital and operational needs and

requirements. This type of strategic planning allows for the parent to enable RRUI

to plan for future long term capital needs. All of these costs relate to the promotion

of long term health of the entire organization, and that is a definite benefit for

RRUI and its ratepayers. Besides, whether RRUI is publicly traded or not, it

should have proper corporate governance. Good business requires good

governance, financial planning, strategic management, audits, tax services etc. It

promotes a healthy company with long term objectives and easier access to capital

Even if RRUI was not part of a larger corporation, it should have a board of

directors to oversee management with a long term strategic focus. Smaller utilities

that are not part of a larger corporation usually do not have good corporate

governance. Again, I refer back to the McLain and Far West systems. McLain in

particular had poor corporate governance and lacked a long term strategy resulting
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in inadequate treatment, storage and an unreliable distribution system. In other

words, RRUI being part of a publicly traded company that shares these costs

among many facilities reaps the benefits of these services but at a fraction of the

5

6 A.

Q~ PLEASE PROVIDE FURTHER DETAIL ON COSTS INCURRED BY APT

As I testified above, there are no direct labor costs included in the corporate

administration "Central Office Cost" allocation from APT. Instead, diesel costs

include professional services like third-party legal services, accounting services

tax planning and filings, management and trustee (board of director) fees, and

required auditing that are done for the benefit of all of the Liberty Water Regulated

Utilities, including RRUI. Other corporate administrative costs include costs for

licenses, fees and permits, information technology/systems, payroll, and HRIS

maintenance contracts, as well as the rent and depreciation of office furniture and

equipment and computers in the central office in Oakville, Ontario

Q, HOW ARE THE COSTS INCURRED BY APT ALLOCATED TO RRUI?15

16

17

A. Fees for these services are allocated to the Regulated Utilities using generally

accepted allocation principles, which are accepted by the audit firm used by

Algonquin. These services are routine and recurring in nature and performed on a

regular basis in normal business for Liberty Water and its Regulated Utilities

These indirect administration Central Office Costs are allocated to RRUI in

two phases. The first phase involves allocating these costs to each of the facilities

both regulated and unregulated, owned by APIF. That initial allocation is made

based on relative size. Specifically, APIF owns and operates 63 total entities, 17 of

which are the Regulated Utilities operated by Liberty Water. In turn, 17 of 63 is

26.98%, which means 26.98 percent of the total Central Office Costs are allocated

to the Regulated Utilities operated by Liberty Water. The second phase is that
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3 Q-

5 A.

Q-13

14

15

16

17

A.

Q-23

24

25

26

A.

Liberty Water allocates the Central Office Costs between RRUI and the 16 other

Regulated Utilities based on customer counts

WHY WEREN'T OTHER ALLOCATION DRIVERS, SUCH AS REVENUE

PLANT. OR EXPENSES USED?

We have analyzed these other drivers, and when weighted equally, the result is

usually an allocation of 20-30%, as can be seen in attached Exhibit PE-RB2. For

the purposes of simplicity, we decided to use facility count. Our allocation

methodology complies with the NARUC Guidelines and results in a' reasonable

allocation of necessary costs to RRUI. Having said that, if the Commission feels

that use of a blended allocation methodology, such as the one shown in Exhibit

PE-RB2, is preferable, the Company would consider adopting the blended

methodology

WHY NOT JUST USE REVENUE AS THE SOLE ALLOCATION

FACTOR?

Because the purpose of the cost allocations is to appropriately apportion costs

where they are incurred. Revenue is not directly comparable between the utilities

and power generation businesses. For example, in 2008, the utilities division

accounted for 29% of the total controllable operating costs of APIF while only

producing 17% of the revenue. This indicates that greater levels of input

(expenses) are required to drive revenues on the utilities side than the power

generation side. Therefore, allocating based on revenue alone is not consistent

with the purpose of the allocations

PLEASE CONTINUE

In addition, revenues for the power generation side of the business are highly

volatile and fluctuate greatly with economic conditions. As the economy improves

the price of electricity generated increases, and vice versa. Due to the nature of the
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commodity, it is too volatile from year to year to be a reasonable allocator on its

3 Q- WHY DOESN'T LIBERTY WATER ALLOCATE THESE COSTS ON A

DIRECT BASIS TO THE REGULATED UTILITIES?

5

6

7

A. Because there is no specifically identifiable driver. For example, costs such as

ERP system consultation, depreciation costs incurred on computer servers and

office Furniture, as well as the other costs charged from APT, benefit the whole

family of companies and cannot be directly charged to each utility on any

reasonable driver. These costs are procured collectively and incurred on behalf of

all of the assets owned, and while there is a definite benefit to the Regulated

Utilities and their customers, directly charging these types of costs to the 63

separate operating assets would not be possible. Both Staff and RUCO incorrectly

state that these costs could be directly billed by vendors and allocated to RRUI

That simply isn't true

Further, the cost allocation methodology ensures that the costs are allocated

as closely as possible to the originator of those costs. An entity such as RRUI with

8.300 water and sewer customers benefits more from these costs than BMSC with

only 2,000 wastewater ratepayers. RRUI's total  of 8,379 customers is

approximately 13% of Liberty Water's 17 Regulated Utilities' total of 68,783 water

and wastewater customers, which means RRUI is allocated 13% (8,279/64,094) of

the Central Office Cost pool. The fundamental principle of this methodology is

that RRUI and the other Regulated Utilities should be charged for all costs incurred

by affiliates-both Liberty Water and APT--so that the Regulated Utilities can

provide a high level of safe and reliable water and wastewater utility service to

customers at a very reasonable cost for such service. If Staff and RUCO continue

to oppose the cost allocations from APT, then APT may cease providing those
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services to RRUI and the other Arizona utilities, which may cause service quality

to decline and operating costs to increase. It also doesn't seem to make sense for

Staff and RUCO to encourage Arizona utilities to operate as stand-alone companies

given the number of problems and failures that have occurred with stand-alone

utilities. Rather, the Commission should be encouraging owners like APIF that

will consolidate operations under a shared-services umbrella and who are able to

invest capital in this state

8 Q- GIVEN ALL YOU HAVE DISCUSSED so FAR IN THIS TESTIMONY

MR. EICHLER, IS IT SAFE TO SAY THAT YOU DISAGREE WITH

BOTH STAFF AND RUC() THAT MOST, IF NOT ALL, OF THE

SERVICES PROVIDED BY APT ARE FOR THE SOLE BENEFIT OF

APIF'S UNIT-HOLDERS OR INVESTORS?

13

14

A. I completely disagree. The utility industry is highly capital intensive. How can

providing corporate strategic direction, and costs associated with access to capital

markets not benefit RRUI? There is tremendous benefit, as seen from the success

of our efforts in Arizona in the past decade. And it's immaterial that APIF does dl

this for a profit. So what? So does RRUI, Black Mountain, APS, Southwest Gas

Arizona American and Chaparral City, and all of their corporate parents. Instead

that APIF is in the business of malting a profit provides additional incentive to

tightly control these corporate costs, considering that approximately 73% are

allocated to the non-regulated business. The bottom line, in our corporate

structure, is a healthy "parent" means a healthy "child". Perhaps this is why

neither Staff nor RUC() provide any persuasive evidence supporting their claims

that RRUI does not benefit from the services provided by APT

Both Mr. Becker and Mr. Coley generally claim that the services provided

by APT are not attributable to RRUI and primarily benefit APIF's shareholders
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But neither explains the basis for this conclusion. In reality, the services provided

by APT are part of the APIF corporate model, which allows RRUI to provide high

quality, cost-effective service. The costs incurred by APT are generated solely and

exclusively to provide services to RRUI and the other regulated utilities. The

notion that APT would incur those costs without RRUI or the other regulated

utilities is inaccurate

7

8

9

10

Iv. REBUTTAL TO STAFF AND RUCQ ADJUSTMENTS TO CENTRAL
cosT ALLOCATIONS

Q~

Rebuttal to Staff

ON PAGE 28 OF HIS DIRECT TESTIMONY, MR. BECKER SAYS THAT

WHEN COSTS INCURRED PRIMARILY FOR THE BENEFIT OF AN

UNREGULATED AFFILIATE'S BUSINESS ARE IDENTIFIED AND

ALLOCATED AS OVERHEAD/COMMON COSTS, THEN THE COSTS OF

THE UNREGULATED AFFILIATE ARE SHIFTED TO THE CAPTIVE

CUSTOMERS OF THE REGULATED UTILITY. DO YOU AGREE WITH

THAT STATEMENT?

17 A.

18

19

20

No. As I've mentioned above, APIF would not incur these costs if not for all of the

companies, including the utilities, it owned. APIF would not exist. It has no other

business than to operate the facilities it owns. Simply put, the cost pool would be

significantly lower if Algonquin did not own the utilities division. While the

business structure of being a publicly traded company does drive a significant

portion of the Central Office costs, these costs are still incurred to the benefit of the

utilities it owns. Again, most of these costs are associated with good corporate

governance. These costs are to ensure that the entire corporate family remains

viable for the long run. Alternatively, if APIF owned only regulated utilities, these

same types of corporate costs would be incurred
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Again, in our view, this Commission should be encouraging larger

companies to be acquiring smaller utilities and consolidating operations under

shared services models like we have implemented in Arizona. However, Staff's

and RUCO's repeated recommendations to deny such costs will have the opposite

impact, keeping the water and wastewater industry in Arizona fractured. In

addition to access to capital, something increasingly critical in down economies

where the need for critical infrastructure remains constant, larger companies

provide good corporate governance, reducing the risk of smaller utility financial

problems. There are no McLain messes under a corporate structure like ours. But

this has a cost. as I have testified to above. and as our witnesses have tried to

explain in their testimonies in this case and the recent BMSC and LPSCO rate

cases. However. under our model. there is a shared cost/benefit

13

14

Q- CN PAGE 28 OF HIS TESTIMONY, MR. BECKER ALSO STATES THAT

THE cosTs OF A REGULATED UTILITY. SUCH AS RIO RICO

SHOULD ONLY INCLUDE THOSE COSTS THAT WOULD HAVE BEEN

INCURRED ON A "STAND ALONE BASIS;" IN OTHER WORDS. ONLY

THOSE COSTS THAT THE REGULATED UTILITY WOULD HAVE

INCURRED BY ITSELF IN THE PROVISION OF SERVICE." HOW DO

YOU RESPOND TO THAT TESTIMONY?

20

21

22

A. As my earlier testimony illustrates, that statement is flawed in several respects. To

start, Staff is using that stand-alone comparison as a requirement for cost

allocation, even though there is no authority for any such standard. Even worse

Staff has not even applied or investigated its own standard. In other words, Staff

has not evaluated how RRUI's operating costs (including Central Office Costs)

compare to other Arizona stand-alone utilities. If Mr. Becker's suggestion is

adopted, no utilities would be run under Shared Services models, which is contrary

20qNEMQRE CRAIG
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Q-3

4

5

6

A.

to the Commission's endorsement of such models for odder utility companies

operating in the state

HAVE YOU MADE SUCH A COMPARISON?

Yes, attached as Exhibit PE-RB3 are charts comparing RRUI's operating costs

with the operating costs of various sized Arizona water utilities, some of which are

directly comparable to RRUI. The Arizona Water Company divisions, Sunrise

Water Company, Rio Verde Utilities, and H20 Inc. are stand-alone water utilities

The Arizona-American divisions, Global Water--Santa Cruz Water Company

Willow Valley Water Company and Chaparral City Water Company are part of

affiliate holding company structures. These charts demonstrate that RRUI's

operating costs compare very favorably to the operating costs of the 15 other

Arizona utilities on a per customer basis. Therefore, Staffs contention that the

APT cost allocations artificially inflate RRUI's rates above industry norms simply

isn't true." In fact, these charts show that RRUI's operating costs per customer for

water are substantially below the other comparable utilities, and for wastewater are

within the range of the comparable sewer companies. This is because the APIF

corporate model allows RRUI to provide continuing access to capital and high

quality services through the economies of scale provided by the services from

APT. For water service, it also should be noted that RRUI's operating costs are

lower than all of the stand-alone utilities in the comparison

Q, PLEASE CONTINUE21

22

23

24

A. I also want to point out that the Central Costs cannot be picked on a one by one

basis as Mr. Becker suggests. That is to say, they are not mutually exclusive. For

example, one could not simply say that they do not like the Trustee Fees, because

26 .I Direct Testimony on revenue requirement of Gerald W. Becker at 28
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8 Q-

10

11

12

A.

they are required as much for access to capital as Tax Services. The Commission

should be looking at APIF's corporate model as a whole, which allows utilities

such as RRUI to provide high quality utility service at reasonable costs. On the

whole, RRUI's costs and costs per customer compare very favorably to other

Arizona utilities, and given the added benefits provided by the APIF corporate

model in terms of corporate governance, and access to capital and stability, APIF's

corporate model should be approved in the provision of service

SHOULD STAFF BE ENCOURAGING UTILITIES TO OPERATE AS

STAND-ALONE ENTITIES?

Absolutely not. Staff and RUCO should not force Arizona utilities to operate as

stand-alone companies given the number of problems and failures that have

occurred with stand-alone utilities. Rather, the Commission should be encouraging

owners like APIF who are willing to invest capital in this state with an oveniding

corporate model of goodgovernance. I can't stress enough that if Staff and RUCO

continue to oppose the cost allocations from APT, then APT may cease providing

those services to RRUI and the other Arizona utilities, which may cause service

quality to decline and operating costs to increase. I do not see how the

Commission can expect the Company to obtain these seMces and at the same time

deny cost recovery. And I certainly hope that Staff and RUCO don't complain if

their recommendations are adopted and the services cease and quality of service for

customers declines

22

23

24

Q- ON PAGE 29-30 OF HIS DIRECT TESTIMONY, MR. BECKER GOES ON

TO CONCLUDE THAT "BASED UPON A REVIEW OF THE ACTUAL

SUPPORTING INVOICES PROVIDED BY THE COMPANY. STAFF

CONCLUDED THAT ALMOST ALL OF THE COSTS WERE OBVIOUSLY
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ATTRIBUTABLE TO THE OPERATIONS OF APIF OR ONE OF ITS

AFFILIATES." HOW DO YOU RESPOND TO THAT TESTIMONY?

3 A. He is missing the point. If the costs are incurred by APIF or APT, they are

attributable to ALL facilities, regulated and non-regulated, including RRUI. The

fact that the 3l'd party vendor invoice does not list all 63 companies under the APIF

umbrella does not in any way mean that the costs and related service do not benefit

the customers of RRUI. If Mr. Becker has a specific invoice he questions because

it is for XYZ Hydro Facility in New York, he should ask the Company why what

appears to be a cost incurred for a specific operating facility was included in the

APT allocation pool

Again, the Central Office administration costs are incurred in order to

prudently operate the facilities owned by the Fund. These costs would not be

incurred if no facilities were owned. The utility ratepayers are the primary

beneficiaries of the cost savings by paying reasonable rates for high quality service

In fact, since these are operating costs, they are flow-throughs in regulated utility

ratemaldng, which means that shareholders Would not benefit in any way shape or

form from higher costs. In fact, since higher costs would increase regulatory risk

and diminish RRUI's relationship with its ratepayers, incuring these costs strictly

to the benefit of shareholders would be contrary to their desire to earn a profit. It is

only to reduce overall costs to ratepayers that we operate this model

I also would note that Mr. Becker and Staff have arbitrarily assigned 90% of

the costs to APIF and 10% of the costs to the regulated utilities. Staff then

allocates that 10% to the regulated utilities based on the number of facilities, using

a total number of facilities owned by APIF as 70. For RRUI, that translates to

1.43% of the Central Costs
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1 Q. DID YOU REVIEW THE MATERIALS AGAIN TO VERIFY THAT ALL

THE INVOICES ARE APPROPRIATE FOR RIO RICO UTILITIES INC

3 A.

10 Q- WHAT OPERATIONS APIF

12

13

14

A.

Yes. I reviewed the Company's response to data request GWB 4.2a. Upon my

review, I concluded that almost all of the costs were necessary, however, I did find

that due to the large volume of transactions, some invoices that could be directly

charged to the non-regulated side of the business were erroneously included in the

pool. I have removed those costs, totaling $204,508 from the allocation pool and

Mr. Bourassa has made a corresponding adjustment." This reduced the amount

requested for operating expenses by RRUI by $4,625

ARE THE OF THAT MR. BECKER

ALLUDES TO IN THE PREVIOUS QUESTION?

I am not really sure, mainly because Mr. Becker's statement is illogical. As I've

testified, the parent company has no other business than owning these facilities

through its subsidiaries. If the Income Fund did not own RRUI and for that matter

did not own any facilities, the Income Fund would not have any of these corporate

administration costs because the Income Fund would not exist. In short, there are

no operations of APIF other than the ownership and management of the utilities

and facilities it owns, so I am unsure what operations Mr. Becker is refening to. In

response to RRUI DR 2.9, Mr. Becker responded that it is "conceivable" that APIF

would require an audit if it were publicly traded prior to owning any facilities

Mr. Becker does not substantiate that statement and I would challenge Mr. Becker

to find a Company that has successfully raised capital without owning a single

business, or having any operations. The notion that APIF would raise capital by

See Rebuttal Testimony of Thomas J. Bourassa .- Rate Base, Income Statement and Rate Design at 24

Staff's response to DR 2.9 is attached asExhibit PE-RB4
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selling shares on the Toronto Stock Exchange before it owned any facilities is not

accurate. Money simply does not get invested that way in the capital markets

3 Q- BUT HOW CAN COSTS INCURRED BY APT BENEFIT BOTH

SHAREHOLDERS AND RATEPAYERS?

5 A. Because a well run utility with access to capital can provide high quality service at

a reasonable cost leaving the utility with a fair and reasonable return on its

investment after the recovery of the costs needed to provide dirt level of service

Everyone wins. The fact that RRUI's operating costs compare very favorably to

other Arizona utilities demonstrates that APIF's corporate model works for

ratepayers. Further, the NARUC Guidelines recognize this joint benefit concept in

its definition of "common costs," which provides that common costs are "costs

associated with services or products that are of joint benefit between regulated and

non-regulated business units

14 Q. OK, TURNING TO THE ALLOCATION METHODOLOGIES, STAFF HAS

ALLOCATED COSTS TO RRUI BASED ON APIF'S OWNERSHIP OR

OPERATING INTEREST IN 71 FACILITIES, EIGHT MORE FACILITIES

THAN RRUI USED IN ITS FILING. PLEASE DESCRIBE .APIF'S

INTERESTS IN THOSE OTHER EIGHT UTILITIES?

19 A. Algonquin owns the debt of 7 companies, and accounts for them separately from

the Central Office costs. Those 7 facilities are simply operated by APIF and do not

generate costs that are allocated to the APT cost pool. The remaining one facility

is a land field gas facility that has not been operational for years

23 Q~ ARE THERE ANY PROBLEMS WITH MR. BECKER'S ALLOCATION

METHODOLOGY?

25

26

A. Yes, several. To start, Mr. Becker uses a total number of facilities owned by APIF

as 70. That simply isn't accurate. As noted above, APIF owns the debt of 7
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facilities, but does not own them. APT is providing operations services to those 7

facilities, but APT does not incur any central office costs or provide capital

investment for those 7 facilities. We are essentially an operator/caretaker of those

facilities. Thus, Staff is allocating Central OfficeCosts to 7 facilities that do not

use those services, which artificially decreases the cost allocations to those entities

actually using the services. Further, Staff has included one additional facility

owned by APIF but which has not operated for several years, again meaning that

such facility does not incur any APT costs. Also, Mr. Becker blandly assumes that

RRUI does not benefit firm the various services provided by APT. As I've

testified, that is an incorrect assumption. RRUI would not have access to equity

capital from APT and APIF if APT did not undertake the various third-party

professional and other services, which costs are allocated to RRUI. Certainly no

one can dispute that RRUI and its ratepayers benefit by continuing access to capital

and strong corporate governance

Q. WHAT SERVICES AND COSTS ARE ALLOCATED TO RRUI BY APT?15

16

17

A. Appendix 3 to Exhibit PE-RB1 provides a discussion of these costs. Generally

the services provided by and costs incurred by APT fall into four general

categories: (1) Strategic Management, which includes management fees, general

legal services and other professional seMces, (2) Capital Access, which includes

licenses/fees/permits, unit holder communications and escrow fees, (3) Financial

Controls. which include audit services. tax services and trustee fees, and

(4) Administrative/Overhead Costs, which include rent, depreciation and office

costs as I testified above. These costs are allocated down as I testified above

Q, WHAT ARE THE APT STRATEGIC MANAGEMENT COSTS?24

25

26

A. Strategic management decisions are critical for any public utility. The need fer

strategic management is even more pronounced for RRUI as a regulated utility that
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Q-15

16

17

18

A.

depends on access to capital for ongoing operational and capital needs. APIF seeks

to hire talented strategic managers that aid in running each facility owned by the

fund, including RRUI, as efficiency and effectively as possible. This ensures the

long term health of each utility and ensures that rates are kept as low as possible

without  compromising the level of service. It  also facilitates each Regulated

Utility's access to necessary capital funding at reduced costs

Legal expenses incurred by APT for general legal matters pertaining to all

facilit ies owned by APIF also are included. These legal services are required in

order for APIF to provide capital funding to individual utilities, without which the

utilities could not provide adequate service. These legal services involve matters

not specific to a single facility, including review of audited financial statements

annual information filings, Sedar filings (mandatory filings for companies listed on

t he  To ro nt o  S t o ck  Exchange) ,  r eview o f co nt rac t s  wit h c red it  fac ilit ies

incorporation, tax issues, market compliance, and other similar legal costs

WHAT ARE THE BENEFITS OF THESE LEGAL SERVICES?

General legal costs are one of the foundations for proper corporate governance

They help ensure that  APIF and the Regulated Utilit ies remain compliant in all

aspects of operations and prevent those entities from being exposed to unnecessary

risks. These legal services also allow utilities to have continued access to capital

markets available to APIF. These legal expenses are critical to utility operations

because they ensure APlF's status and viability as a publicly traded income fund

and allow the utilit ies to provide service in a way to ensure continued access to

strategic management and capital markets. Unfortunately, Staff has not  even

attempted to evaluate the benefits of such legal services to RRUI
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Q-1

2

3

4

A;

PLEASE CONTINUE

The final item included in Strategic Management Costs are professional services

including strategic plan reviews, capital market advisory services, ERP System

maintenance, benefits consulting, and other similar professional services. These

professional services ensure that APIF's strategic plans and initiatives are

completed with the highest degree of care and professionalism, which is necessary

for the Regulated Utilities to receive debt and equity funding from capital markets

In no uncertain terms, these services allow the Regulated Utilities to have an

available source of capital finding for plant and infrastructure in the provision of

utility services. In the absence of these services, unit holders would not invest in

utility operations of APIF because the utilities would not incur the necessary costs

to ensure that the strategic plans are followed as a condition of such funding

Staff"s failure to acknowledge the benefits to RRUI from access to equity capital

under the APIF corporate model by denying the Central Office Costs associated

with that financing may result in withdrawal of equity capital to RRUI, which

ultimately could result in a highly leveraged utility. RRUI's only source of equity

capital is from sale of units in APIF on the Toronto Stock Exchange

18 Q, YOU ALSO MENTION ALLOCATION OF COSTS RELATED TO

ACCESS TO CAPITAL MARKET. PLEASE EXPLAIN THOSE COSTS

20

21

22

A.

24

One of APT's primary functions is to ensure that APIF's facilities (including the

Regulated Utilities) have access to quality capital. APIF is listed on the Toronto

Stock Exchange, a leading financial market. In order to allow the Regulated

Utilities to have continued access to those capital markets, APT incurs a variety of

costs for the benefit of the Utilities. These services and costs are in line with the

companies' corporate governance policies and are a prerequisite to communicate to
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all its stakeholders the health and well being of Algonquin and ensuring to the

Regulated Utilities' continued access to those capital markets

To start. APT incurs fees to ensure that APIF can participate in the Toronto

Stock Exchange. Many of the services provided by APT and allocated to RRUI are

required by the rules of the Toronto Stock Exchange. These licensing and permit

fees are required in order to sell units on the Toronto Stock Exchange. The benefit

of these costs is undisputed - the ratepayers and Regulated Utilities have access to

capital only so long as APIF is able to access capital markets. These license fees

allow APIF to sell units on the Toronto Stock Exchange and, in turn, provide

funding for utility operations. These license fees incurred by APT are critical to

ensure continuing access to capital

Q, IS THAT ALSO TRUE FOR ESCROW FEES INCURRED BY APT?12

13 A. Yes. Unit holders invest in APIF, and, in turn, provide capital funding to the

Regulated Utilities by buying units. In madding those investments, unit holders

expect monthly distributions on the units they own. As such, APT incurs escrow

fees in paying such monthly payments to unit holders. Escrow Fees are incurred in

order to ensure that unit holders of APIF continue to maintain ownership, and that

new shareholders are enticed to invest in the Fund. Those new shareholders are the

ones truly investing money for new and future projects the utilities undertake

Without therm, there is no money for APIF to invest in the utilities

Q- WHAT ABOUT COSTS FOR UNIT HOLDER COMMUNICATIONS?21

22 A. Similarly, unit holder communication costs are incurred to comply with the filing

and regulatory requirements of the Toronto Stock Exchange and meet the

expectations of shareholders. These costs include news releases, unit holder

conference calls and other similar costs. Unit holder communications costs are

incurred by APT for the benefit of the Regulated Utilities to ensure that unit
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holders are fully informed of all operational and strategic decisions. These

disclosures are required by law to ensure a level of integrity and rigor is applied to

the management of the Regulated Utilities. It can't be stressed enough that in the

absence of unit holder communication costs, investors would not invest in the units

of APIF, and in turn, APIF would not have capital to invest in the utilities

6 Q, THE THIRD CATEGORY OF APT COSTS YOU IDENTIFIED RELATED

TO FINANCIAL CONTROLS. WHAT ARE THOSE COSTS?

8 A. Financial Control costs incurred by APT are another integrated piece of corporate

governance. Lack of financial controls could lead to improper decision making or

even fraud which could lead to bankruptcy. I understand that the owner of the

McLain companies took all of his revenue from water sales and instead of paying

things like property taxes, he invested in some failed Telecom venture. Bankruptcy

followed and we had to step in and bail out the Commission and the ratepayers

With proper financial controls, the McLain mess would not have happened

15 Q- DO THOSE FINANCIAL CONTROL COSTS INCLUDE TAX ANDAUDIT

17

18

A.

20

SERVICES?

Yes. Costs for tax services are incurred to ensure prudent tax filing, planning and

management. Taxes are paid on behalf of the Regulated Utilities at the parent level

as part of a consolidated United States tax return. Tax services are provided by

third parties, including KPMG. The shared cost of such tax services also are lower

than the costs of stand-alone tax services, which would otherwise be incurred by

the Regulated Utilities. Audit services are likewise necessary to ensure that the

Regulated Utilities are operated in a manner that meets audit standards and

regulatory requirements have strong financial and operational controls, and that

financial transactions are recorded accurately and prudently. Without these
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services, the Regulated Utilities would not have a readily available source of

capital funding

3 Q, THE LAST CATEGORY OF APT AFFILIATED COSTS IS

ADMINISTRATIVE AND OVERHEAD COSTS. PLEASE DESCRIBE

THOSE COSTS

6 A. Administrative costs incurred by APT such as rent, depreciation of office furniture

depreciation of computers, and general office costs are required to house all of the

services mentioned above. Without these costs, the employees of APT could not

perform their work and provide the necessary services to the Regulated Utilities

10 Q- CAN YOU EXPLAIN HOW THOSE SERVICES PROVIDED BY APT

BENEFIT RRUI AND ITS CUSTOMERS?

12

13

14

A. The capital and funds obtained from the sale of units in the Income Fund are used

by the Regulated Utilities for capital investments. That capital is made available

by APT to the Regulated Utilities, including RRUI. Also, the services provided by

APT provide strong corporate governance, which is essential to the health of any

organization whether publicly traded or not. Any company that wishes to raise

capital at a decent rate must prove proper corporate governance. Less governance

means more risk and a higher cost of capital. Most of these indirect corporate costs

from APT relate to proper corporate governance and thus ensuring long term

access to the capital markets. Therefore, the services provided by APT are critical

and necessary to the Regulated Utilities. Put another way, absent the services

provided by APT, the Regulated Utilities would be forced to operate as stand-alone

utilities with higher costs and operating expenses. In addition, the utilities would

bear greater risk due to a potential inability to obtain capital on a stand-alone basis

Operating as a stand alone utility also raises the very real possibility of declining

quality of service
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1 Q- DO YOU KNOW HOW THE ALLOCATION METHODOLOGY FOR APT

COMPARES TO AFFILIATE COST ALLOCATION METHODOLOGIES

USED BY OTHER ARIZONA UTILITIES. SUCH AS GLOBAL WATER?

4

5

6

The allocation methodologies are very similar. In our recent Black Mountain rate

case, Staff analyst Crystal Brown mentioned that she had no objections to the

methodology employed by Global Water. After comparing our methodologies, we

have concluded that they are extremely similar.°  Costs for certain items such as

rent and central office costs are allocated almost exactly the same way. Similarly

Global and Algonquin allocate regional costs similarly, as mentioned above, and

also allocate other administration costs in a similar manner to Algonquin.' We

could not decipher major differences between the methodologies, however, we do

agree that Global's presentation was a bit clearer than ours. This is precisely the

reason that we have createdExhibit PE-RB1 and why I am testifying in this case

15

16

Q,

Rebuttal to RUCO

LET'S SWITCH TO MR. COLEY'S TESTIMONY ON BEHALF OF RUCO

ON PAGE 45 OF HIS DIRECT TESTIMONY. MR. COLEY SUGGESTS

THAT RRUI DOES NOT NEED THE MAJORITY OF SERVICES

PROVIDED BY APT H O W DO YOU RESPOND TO THAT

20

21

22

A.

STATEMENT?

Mr. Coley's "determination" is troubling. It is incomprehensible that RRUI would

not need access to capital, would not need to incur audit costs, tax planning costs

strategic management costs, incur depreciation expense on office furniture and

software, incur costs for consulting related to Human Resources, Health and

See Direct Testimony of Greg Barber (with attached Appendices 1-3), filed February 20, 2009 in Docket
Nos. SW-03575A-09-0077 and SW-20445A.09-0077

Id
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Safety, ERP systems, etc. It appears that Mr. Coley simply does not understand the

nature of the costs, and instead of asldng further questions about it, he simply chose

to disallow it under the guise of these costs being "unnecessary." I  would

challenge Mr. Coley to try and operate a well managed utility on a stand alone

basis with healthy access to capital, strong corporate governance, and strategic

management expertise for similar or lower cost. It also appears that Mr. Coley's

testimony is not based on any tangible evidence. Rather, Mr. Coley simply

believes" that the APT services do not benefit RRUI

If Mr. Coley, or Mr. Becker, needed more descriptions, explanations or

other information regarding any of our shared services, he was free to ask during

discovery. Or even now, as long as the case stays on die time-clock. They could

have flown to Canada at our expense and seen the operation they are now making

important and inaccurate judgments about in this rate case. There are hundreds of

thousands of dollars at issue in this case and the others pending for Liberty Water

utilities, and we will do whatever we need to do to provide RUCO and Staff the

information they need to scrutinize our costs

17 Q- WHAT ABOUT MR. COLEY'S CLAIM THAT RRUI HASN'T COMPLIED

WITH THE NARUC GUIDELINES?

19

20

A. Mr. Coley is wrong for the reasons discussed above

Q- ARE THERE ANY OTHER ASPECTS OF MR. COLEY'S TESTIMONY

THAT YOU'D LIKE TO ADDRESS?

22 A. Yes. On page 48 of his testimony Mr. Coley does agree with our cost allocation

methodology based on facility count. Unfortunately, like Staff, Mr. Coley uses a

facility number of 70, which is incorrect for the reasons noted above
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1 Q- DOES RRUI FOLLOW THE NARUC UNIFORM SYSTEM OF

ACCOUNTS?

Yes, RRUI complies with the NARUC Uniform System of Accounts

Q- MR. COLEY ALSO SUGGESTS (PAGE 46 OF HIS DIRECT TESTIMONY)

THAT COSTS SHOULD BE DIRECTLY BILLED INSTEAD OF

ALLOCATED. IS THAT FEASIBLE?

3

4

5

6

7

8

9

10

When feasible we agree with Mr. Coley. RRUI has done exactly that by directly

charging AWS (direct costs) and allocating APT (indirect costs). However, not all

costs are "direct

Q- WITH RESPECT TO MANAGEMENT FEES ALLOCATED BY APT

MR. COLEY HAS DETERMINEI) THAT SUCH FEES DO NOT PROVIDE

BENEFIT TO RRUI AND IN HIS TESTIMONY (PAGE 49), MR. COLEY

CONCLUDES THAT ONLY A SMALL FRACTION OF THE COSTS

ALLOCATED BY APT ARE ATTRIBUTABLE TO RRUI. HOW DO YOU

RESPOND TO THAT?

16

17

I can only reiterate that strategic management decisions are critical for any public

utility. The need for strategic management is even more pronounced for RRUI as a

larger regulated utility that depends on access to capital for ongoing operational

and capital needs. APIF seeks to hire talented strategic managers that aid in

running each facility owned by the fund, including RRUI, as efficiently and

effectively as possible. This ensures the long term health of each utility and

ensures that rates are kept as low as possible without compromising the level of

service. It also facilitates each utility's access to necessary capital funding at

reduced costs

The costs included in Strategic Management Costs fall into the following

categories. The first category is»  Management Fees. Those fees incorporate
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Q,8

9

10

A.

20 I

management fees paid to Algonquin's management company for strategic

management of all APIF facilities. These fees provide for the financial and capital

funding services necessary for the Regulated Utilities, including RRUI, to fund

utility operations and growth services. Management Fees are charged to APT as a

monthly fee which is then allocated to the utilities division (26.98%), and then to

each individual utility based on customer count, as I've explained in detail in my

testimony

HOW DO CUSTOMERS BENEFIT FROM THESE MANAGEMENT FEES?

Ratepayers avoid the burdens of needing senior management staff at each utility by

sharing of resources between all utilities, resulting in significant savings. These

management services also allow Regulated Utilities to have an available source of

capital funding for plant and infrastmchire in the provision of utility services at a

cost cheaper than what such utilities could obtain on their own

APT management services are required in the provision of service by

Regulated Utilities because the managers oversee utility operations, provide high

level approvals for capital and operating budgets, and provide strategic planning

services for the utilities. They also develop overall corporate strategies such as

long term financial planning and capital needs, negotiate contracts, allocate capital

among utilities and approve high level expenditures. These management services

are required in order for APIF to provide capital funding to individual utilities

without which the utilities could not provide adequate service. RRUI receives the

benefit of having its own highly functioning executive management team at a

fraction of the cost of having its own executive management
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1 Q, WHAT DENIAL OF RELATED TO

8 Q. WHAT ARE YOUR

10

11

12

A.

14 Q- TO

16 AND PROVISION OF UTILITY

18

19

A.

ABOUT MR. COLEY'S COSTS

SHAREHOLDER COMMUNICATIONS?

I would ask Mr. Coley if he would purchase shares of RRUI if he received no

communications from the company and was entirely deaf to the operations. I

would hope his answer is "No." On that note, RRUI's ratepayers receive the

benefits of not only access to capital, but also access to those communications as

they are publicly available

MR. COLEY ALSO DENIES TRUSTEE FEES.

THOUGHTS ON THAT?

I would respond that whether publicly traded or not, RRUI would likely have a

Board of Directors. The Board assures proper corporate governance and thus a

level of financial rigor, provides high level operational and financial oversight, and

strategic guidance for the long term viability of the company and hence RRUI

MR.  COLEY MA KES THE SA ME CON CLUSION RELATING

ESCROW FEES (PAGE 46). IS THERE A CONNECTION BETWEEN

SUCH ESCROW FEES RRUI'S

SERVICE?

Yes. The escrow fees are a cost of the business model that RRUI operates in

Shareholders would not invest in the fund if they did not receive distributions. In

turn, RRUI would not have capital available to it from its parent company

21

22

23

24

Q- HOW DOES RUCO TREAT COSTS INCURRED BY APT FOR RENT

DEPRECIATION AND OTHER OFFICE COSTS?

INEMORE CRAIG
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A. The same way Mr. Coley has treated other costs, by denying them. I would also

note that this being the 3"1 pending Liberty Water rate case to go to hearing, I have

seen 3 different positions taken by RUCO on these issues. In BMSC, RUCO

supported these costs. In LPSCO, RUCO supported portions of these costs
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including rent. In this case, RUCO is disallowing rent and related expenses. I

would also note that in the prior two rate cases for Liberty Water affiliates, BMSC

and GCSC, RUCO did not oppose any of the Central Cost allocations. RUCO's

approach seems to be without any discernable methodology as to what is and isn't

acceptable to RUCO

6 Q, WHAT ARE THE POTENTIAL CONSEQUENCES TO RRUI AND OTHER

REGULATED UTILITIES IN ARIZONA IF THE COMMISSION

ULTIMATELY AGREES WITH STAFF AND/OR RUCO AND DENIES

ALLOCATION OF AFFILIATE COSTS INCURRED BY APT?

10

11

12

A.

14

To be frank, Staffs and RUCO's treatment of APT's affiliate costs is nothing more

than a rejection of one pillar of the APIF/APT/Liberty Water shared services

model. If the Liberty Water's shared services model is not viewed as reasonable

because of its costs, then Liberty Water will have to seriously consider operating

differently. APIF isn't going to subsidize 90 percent of an over $1 million

allocation pool to the seven Arizona utilities. That's simple economics. But one

can't help but wonder why Staff and RUCO would reject a shared services model

that is designed to deliver high quality utility service at the lowest possible price

given numerous failed utility operations in Arizona. The notion, as Staff and

RUCO suggest, that these allocated costs from the parent do not benefit the

ratepayers is undercut by the very high level of service RRUI is providing to

customers in this system. It is further undercut by the fact that RRUI's operating

costs compare very favorably to other Arizona utilities

Q- DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?23

24

25

A. Yes
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LIBERTY WA TER AFFILIATE
COST ALLOCA TION METHODOLOGY

LIBERTY WATER AFFILIATE COST ALLOCATION METHODOLOGY

GENERAL STATEMENT OF ALLOCATION METHODOLOGY

The purpose of this paper is to provide a detailed explanation of the
Affiliate Cost Allocation Methodology used by the regulated utility affiliates of
Liberty Water Company ("LWC") including Litchfield Park Service Company
("LPSCO"), Black Mountain Sewer Company, Gold Canyon Sewer Company, Rio
Rico Utilities, Bella Vista Water Company, Northern Sunrise Water Company
and Southern Sunrise Water Company (collectively the "Regulated Utilities")
The Regulated Utilities are wholly-owned subsidiaries of LWC, which is owned
by Algonquin Power Income Fund ("APIF")

A. The APIF Corporate Structure

APlF's primary business is ownership of generating and infrastructure
facilities through investments in securities of subsidiaries. APIF owns a widely
diversified portfolio of 46 electric facilities and 17 water distribution and
wastewater treatment facilities in Canada and the United States. APIF also has an
operating interest in 8 other facilities, but does not own them. APIF is publicly
traded on the Toronto Stock Exchange. APIF's structure as a publicly traded
income fund provides substantial benefits to its Regulated Utilities through access
to capital markets and access to engineers, technicians, professional managers and
administrative staff, including trained plant operators and field supervisors

B. Libertv Water Cost Allocations to LPSCO

LPSCO and the other Regulated Utilities in Arizona do not operate as
stand-alone utilities. LPSCO is operated by Algonquin Water Services d/b/a
Liberty Water ("Liberty Water"), along with six other regulated Arizona water and
sewer utilities, and eleven regulated water and sewer providers located in Texas
Missouri and Illinois. Liberty Water provides all of the day-to-day administration
and operations personnel for these regulated utilities. All operations and
engineering labor is charged by Liberty Water directly to LPSCO and the other
separate Regulated Utilities operated by Liberty Water. Liberty Water charges
those labor rates at cost, which is the dollar hourly rate per employee as recorded
in Liberty Water's payroll system, grossed up by 35% for burdens such as payroll
taxes, health benefits, retirement plans, and other insurance provided to
employees. Engineering technical labor, which is capitalized, is charged on the
same basis, plus an allocation of 10% for Liberty Water's corporate overheads
such as rent, materials/supplies, etc
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Other necessary services provided by Liberty Water for the Regulated
Utilities cannot be directly charged to LPSCO and the other Regulated Utilities
Labor for accounting, billing and customer service, human resources, health and
safety, and corporate finance cannot be directly allocated using timesheets due to
the nature of the costs because it is not practical to keep track of time for
employees that serve multiple utilities in small time increments during the course
of a work-day. A shared call center is the perfect example. A customer service
representative at Liberty Water's call center will field calls from customers of
LPSCO, BMSC, Bella Vista Water Company in southern Arizona and the three
other states. This work directly benefits all of the Regulated Utilities, so the costs
need to be allocated to all of them. These costs are allocated based on the relative
customer counts of all of the Regulated Utilities. Using customer counts allows
Liberty Water to allocate those costs to an individual utility, such as LPSCO
based on the relative burden of that utility relating to those services

Overhead costs, like rent, insurance, administration costs, depreciation of
office furniture and computers, also cannot be directly attributed to specific
utilities. These costs are allocated to LPSCO and its affiliates by use of a "four
factor" methodology that considers relative size through four weighted factors
total plant, total customers, expenses and labor. This type of four-factor
methodology has been utilized by other Arizona utilities, including Chaparral City
Water Company and Global Water. All of the costs charged by Liberty Water and
allocated to LPSCO are based on actual costs, either directly charged or through
the allocations described above

B. Central Office Cost Allocations from Algonquin Power Trust

In addition to the operations and engineering direct costs, and the allocated
overhead/administration costs charged by Liberty Water, LPSCO and the other
utilities in this shared services model benefit from costs incurred by the Algonquin
corporate parent. Specifically, APIF, the shareholder of Liberty Water, allocates a
share of the costs incurred by its operating arm Algonquin Power Trust ("APT") in
providing necessary and required services to the Regulated Utilities

APT is the affiliate that provides financial, strategic management
compliance, administrative and support services to the Regulated Utilities operated
by Liberty Water, as well as to the numerous unregulated utility assets owned by
the corporate parent, APIF. APT does not allocate any labor related costs. The
head office of APT is located in Oakville, Ontario, Canada and provides
administrative, technical and management support, regulatory compliance, and
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oversight of strategic direction, including approvals of budgets and ensuring a
strict level of corporate governance for LPSCO and all of the utilities operated by
Liberty Water. APT's executive management and administrative support includes
accounting and finance, human resources, employee benefits, regulatory and
information systems services

The services provided by APT are necessary to allow LPSCO and the other
Regulated Utilities to have access to capital markets for capital projects and
operations, and are necessary to allow LPSCO to provide a high level of service at
the lowest cost. There are no direct labor costs included in the corporate
administration Central Office Cost allocation from APT. Instead, these costs
include professional services like third-party legal services, accounting services
tax planning and filings, and required auditing that are done for the benefit of all
of the Liberty Water Regulated Utilities, including LPSCO

These corporate headquarter administrative costs also include costs for
licenses, fees and permits, information technology/systems, payroll, and HRIS
maintenance contracts, as well as the rent and depreciation of office furniture and
equipment and computers in the central office in Oakville, Ontario. Fees for these
services are allocated to the Regulated Utilities using generally accepted allocation
principles. These services are routine and recun'ing in nature and performed on a
regular basis as part of normal business operations for Liberty Water and its
Regulated Utilities

These administration Central Office Costs are allocated to LPSCO in two
phases. The first phase involves allocating these costs to each of the facilities
both regulated and unregulated, owned by APIF. That initial allocation is made
based on relative size. Specifically, APIF owns and operates 63 total entities, 17
of which are the Regulated Utilities operated by Liberty Water. In tum, 17 of 63
is 26.98%, which means 26.98 percent of the total Central Office Costs are
allocated to the Regulated Utilities operated by Liberty Water

From there, the second allocation phase is that Liberty Water allocates the
Central Office Costs between LPSCO and the 16 other Regulated Utilities based
on customer counts. These costs are incurred for the benefit of all of the
Regulated Utilities and their customers, but are not capable of being directly
charged to the 63 separate operating assets. This cost allocation methodology

For illustrative ur8oses, if the total Central Office Costs incurred by APT was
$4,000,000, then 81, 79,200 (4,000,000 x .2698) in Central Office Costs would be
allocated to the 17 Regulated Utilities under Liberty Water The remaining
$2,920,800 (73.02%) in Central Office Costs would be allocated to the remaining
46 electric facilities owned by APIF
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ensures that the costs are allocated as closely as possible to the originator Of those
costs. An entity such as LPSCO with 33,000 water and sewer customers benefits
more from these costs than BMSC with only 2,000 wastewater ratepayers
Specif ically, LPSCO has 16,037 water customers and 17,068 wastewater
customers. for a total of 33,105 customers. In total, Liberty Water's 17 Regulated
Utilities have 68,783 water and wastewater customers, which means LPSCO is
allocated 48.13% (33,105/68,783) of the Central Office Cost pool

The fundamental principle of this Cost Allocation Methodology is that
LPSCO and the other Regulated Utilities should be charged for all costs incurred
by affiliates-bodi Liberty Water and APT--so that the Regulated Utilities can
provide a high level of safe and reliable water and wastewater utility service to
customers

11. DETAILED EXPLANATION OF THE SERVICES PRO VIDED AND
COSTS ALLOCATED TO THE REGULATED UTILITIES

The following is a detailed description of how these cost allocation
methodologies are applied to the Regulated Utilities, the benefits of the services
provided by Liberty Water and APT, the need for such services in the provision of
utility services, and the necessity of allocating costs to the Regulated Utilities

A. Liberty Water Services Provided to LPSCO

Attached as Appendix 1 is an allocation summary of how costs incurred by
Liberty Water are allocated to the Regulated Utilit ies, including LPSCO
Whenever possible, costs incurred by Liberty Water for a particular Regulated
Utility are directly charged to that utility based on time sheets

Operations and Engineering Labor:

These costs are billed directly to the Regulated Utility that required the
labor, as documented by time sheets. Attached as Appendix 2 is an example time
sheet used by Liberty Water. Those direct charges are principally direct labor
including operations and engineering. For example, the costs for a plant operator
worldng solely for LPSCO will be directly allocated to LPSCO without any
further allocation necessary. Liberty Water direct charges those services to the
Regulated Utilities at eost.2 The labor rate charged by Liberty Water is die dollar

It bears emphasis that the Liberty Water allocations reflect actual costs incurred
Liberty Water now charges based on actual payroll rates, not market based rates
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hourly rate per employee as recorded in Liberty Water's payroll system, grossed
up by roughly 35% for burdens such as payroll taxes, health benefits, retirement
plans, and other insurance provided to employees. Engineering technical labor
which is capitalized, is charged on the same basis, plus a 10% allocation for
corporate overheads incurred by Liberty Water, including rent, materials, supplies
and other similar overhead costs

2 Accounting, Billing and Customer Serviee Labor Costs

Liberty Water also incurs additional labor costs for accounting, billing, and
customer service, human resources, health and safety, and corporate finance which
are necessary for the Regulated Utilities to provide adequate and reliable water
and wastewater service to customers. Those costs, however, cannot be allocated
to each Regulated Utility using time sheets due to the nature of the costs. It is not
practical to keep track of time for employees that serve multiple utilities during the
course of a work day. For example, an accounting analyst may analyze the
financial performance of all Regulated Utilities at the same time. Her accounting
work benefits all such Regulated Utilities, so her services and costs would be
allocated to all Regulated Utilities. Likewise, a customer service representative at
Liberty Water's call center will f ield calls from customers of all Regulated
Utilitiesduring"a'*work'day. Again, his-workdirectlybenefitsall-such-Utilitiesand
his costs should be allocated to all Regulated Utilities

These labor costs incurred by Liberty Water are allocated to the Regulated
Utilities based on customer count. The following simplified example demonstrates
how a customer service representative's costs would be allocated to LPSCO

Annual Salary
Burden (at 35%):
Total Labor Cost

$30,000
$10,500
$40,500

Total Liberty Water Customers: 68,783
LPSCO Water Customers: 16,037 (23.32% of total customers)
LPSCO Wastewater Customers: 17,068 (24.8I% of total customers)

Salary Costs allocated to LPSCO Water: $9,444.60 (40,500 x 2332)

Liberty Water made that change in early 2008, which means that rate cases
pending before that. change was made have been trued up and adjusted to reflect
this actual cost methodology as if it had been adopted at the beginning of the
respective test year



UTILITY PLANT 50%
CUSTOMERCOUNT 40 %
LABOR 5%
EXPENSES 5%
TOTAL 100%

66% 50% 33 %371 1098UTILITY
PLANT

727

CUSTOMER
COUNT

6000 1000 7000 86% 40% 34%

LABOR
COSTS

57 32 89 64% 5% 3%

EXPENSES 108 41 149 72% 5% 4%
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Salary Costs allocated to LPSCO Wastewater $10,049.78 (40,500 x 2481)
Salary Costs allocated to all other Regulated Utilities: $21,005.62

Liberty Water Overhead Costs

Costs incurred by Liberty Water for rent, administrative costs, depreciation
of office furniture, depreciation of computers, and other labor cannot be directly
attributed to a specif ic Regulated Utility. As such, those overhead and
administrative Costs are allocated to the Regulated Utilities by use of the "four
factor" methodology. Other costs in this category include insurance, janitorial
services and other general non-payroll costs

The "four factor" methodology allocates costs by relative size of the
utilities. The methodology used by Liberty Water involves (1) Rate Base, (2)
Total Customers, (3) Non-Labor Expenses and (3) Labor as allocating factors
with each factor assigned a specific weight. Liberty Water uses the following
weights under this four factor methodology

The following simplified hypothetical example demonstrates how the four
factor allocation methodology would be calculated based on ownership of only
two hypothetical utilities (LPSCO and BMSC)



LIBERTY WA TER AFFILIATE
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As can be seen from these hypothetical numbers, LPSCO would be allocated 74%
of total Administrative/Overhead Costs incurred by Liberty Water, based on its
relative size and application of the four factors in comparison to BMSC. BMSC
would be allocated the remaining 26%. Liberty Water developed and utilized this
methodology including all 17 of its utilities to better allocate costs, recognizing
that larger utilities require more time and management attention and incur greater
costs than smaller ones

4 Customer Benefits of Liberlv Water Allocation Model

Customers of Liberty Water receive significant benefits from this cost
allocation model, including significantly lower costs incurred by the Regulated
Utilities for services that are essential and necessary to the provision of high
quality water and wastewater utility service. The benefits of this type of shared
service model include

Savings on labor costs by resource sharing - since most Liberty Water
employees are not dedicated to a specific utility, the utilities do not need to
hire their own dedicated staff, thus resulting in significant cost savings

Four factor allocations allow for utilities to be charged by relative resources
and management attention required to operate them. This means customers
of smiler utilities do not subsidize costs of larger udlides. Essentially, this
allocation methodology allows costs to be allocated based on the relative
burdens and costs incurred by individual utilities

• Because it's scalable, die shared services model allows for increased
growth with less than proportional cost increases, meaning the Regulated
Utilities can grow without incuring a proportionate or prohibitive increase
in the cost of service

APT Services Provided to LPSCO

Attached as Appendix 3 is an overview of the services and allocations for
APT. As noted above, APT is a wholly-owned subsidiary of APIF. APT is
integral to APIF's business structure as a publicly traded income fund on the
Toronto Stock Exchange. APIF sells units to public investors in order to generate
the funding and capital necessary for the Regulated Utilities to provide utility
service. APT provides all of the administrative services for APIF and all of
APIF's facilities, including strategic management services, access to capital



The services provided by APT optimize performance of the Regulated
Utilities, keeping rates low for customers while ensuring access to capital is
available. If the Regulated Utilities did not have access to the services provided
by APT, then the Regulated Utilities would be forced to incur associated costs for
financing, capital investment, audits, taxes and other similar services on a stand
alone basis, which would substantially increase such costs for each Regulated
Utility. It bears emphasis that if the costs incurred by APT are not allocated to
LPSCO and the other Regulated Utilities, then APT and APIF will have no choice
but to cease providing the capital funding and other services to LPSCO and the
other Arizona Regulated Utilities

The capital and funds obtained from the sale of units in the Income Fund
are used by the Regulated Utilities for capital investments. That capital is made
available by APT to the Regulated Utilities. The services provided by APT are
critical and necessary to the Regulated Utilities because without those services the
Regulated Utilities would not have a readily available source of capital funding
Put another way, absent the services provided by APT, the Regulated Utilities
would be forced to operate as stand alone utilities, with resulting higher costs and
operating expenses incurred by customers. In addition, the utilities would bare
much greater risk due to a potential inability to obtain capital on a standalone
basis

The services provided by and the costs incurred by APT for the Regulated
Utilities fall into four general categories

markets, corporate governance, and administration and management of the
Regulated Utilities

LIBERTY WA TER AFFILIATE
COST ALLOCATION METHODOLOGY
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All of these costs incurred by APT are calculated and totaled into the
administration Central Office Cost Pool. As noted above, that administration
Central Office Cost Pool is then allocated to APIF's electrical facilities and
water/wastewater facilities based on the number of entities involved. In total
APIF owns 46 electric facilities and 17 water/wastewater utilities. Thus, the
Central Office Cost Pools is allocated based on facility count with 73.02% (46/63)
of the Pool allocated to the electric facilities and 26.98% (17/63) of the Pool
allocated to the Regulated Utilities

For example, if the total administration Central Office Cost Pool incurred
by APT is $4,000,000, then $1,079,200 (4,000,000 x .2698) in administration
Centraul Office Costs would be allocated to the 17 Regulated Utilities under
Liberty Water. The remaining $2,920,800 (73.02%) in administration Central
Offices costs would be allocated to the remaining 46 electric facilities owned by

The allocated administration Central Office Cost Pool for the Regulated
Utilities then is allocated to each individual utility by customer count. As noted in
attached Appendix 3, LPSCO would be allocated 49% of those costs based on
customer count. In our hypothetical example, LPSCO would be allocated
$518,016 in costs fromAPT. The following is a detailed description of each cost
component within the Central Office Cost Pool, the necessity of allocating such
costs to Regulated Utilities in providing services and the associated benefits to
ratepayers

APT Strategic Management Costs

Strategic management decisions are critical for any public utility. The need
for strategic management is even more pronounced for APIF as a publicly traded
income fund, which depends on access to capital funding through public sales of
units in die fund. APIF seeks to hire talented strategic managers that aid in
running each facility owned by the fund as efficiently and effectively as possible
This ensures the long term health of each utility and ensures that rates are kept as
low as possible without compromising the level of service. It also facilitates each
Regulated Utility's access to necessary capital funding at reduced costs. The costs
included in Strategic Management CoSts fall into the following categories

MANAGEMENT FEES



Regulated Utilities to fund utility operations and growth services.

Allocation
Method

Management Fees are charged by APT as a monthly fee which is
allocated to the utilities division (26.98%), and then to each
individual utility based on customer count.

Ratepayer
Benefits

Rate payers avoid the burdens of senior management staff at each
utility by sharing of resources between all utilities, resulting in
significant savings. These management services also allow
Regulated Utilities to have an available source of capital funding
for plant and infrastructure in the provision of utility services at a
cost cheaper than what such utilities could obtain on their own.

Need for
Management
Services

APT management services are required in the provision of service
by Regulated Utilities because the APT managers oversee utility
operations, provide high level approvals for capital and operating
budgets, and provide strategic planning services for the utilities.
They also develop overall corporate strategies, negotiate contracts,
allocate capital among utilities and approve high level
expenditures. These management services are required in order for
APIF to provide capital funding to individual utilities, without
which the utilities could not provide adequate service.

Description Legal expenses incurred by APT for general legal matters pertaining
to all facilities owned by APIF. These legal services are required in
order for APIF to provide capital funding to individual utilities,
without which the utilities could not provide adequate service.

Services
Provided

These legal services involve legal matters not specific to any single
facility, including review of audited financial statements, annual
information filings, Sedar filings, review of contracts with credit
facilit ies, incorporation, tax issues of  a legal nature, market
compliance, and other similar legal costs.

Ratepayer
Benefits

General legal costs help ensure that the APIF and the Regulated
Utilities remains compliant in all aspects of operations and prevents
those entities from being exposed to unnecessary risks. These legal
services so allow utilities to have continued access to capital
markets available to APIF.

LIBERTY WATER AFFILIATE
COSTALLOCATION METHODOLOGY

GENERAL LEGAL SERVICES



Description Professional Services including strategic plan reviews, capital
market advisory services, ERP System maintenance, benefits
consulting, and other similar professional services.

Ratepayer
Benefits

These professional services ensure that APIF's strategic plans and
initiatives are completed with the highest degree of care and
professionalism, which is necessary for the Regulated Utilities to
receive debt and equity funding from capital markets. These
services allow the Regulated Utilities to have an available source of
capital funding for plant and infrastructure in the provision of utility

services.
Need for
Services

These costs are required for the provision of service as the strategic
plans are filtered down to the individual utility level. In the absence
of strategic plans, the utilities would not be investing to ensure the
highest level of service is provided, and would also not be able to
strive for continued operational improvements to save ratepayers
money in the long run. In the absence of these services, unit holders
would not invest in utility operations of APIF because the utilities
would not incur the necessary costs to ensure that the strategic plans
are followed as a condition of such funding.

LIBERTY WATER AFFILIATE
CUSTALLOCATION METHODOLOGY

PROFESSIONAL SERVICES

Access to Capital Markets

One of APT's primary functions is to ensure APIF's facilities (i.e., the
Regulated Utilities) have access to quality capital. APIF is listed on the Toronto
Stock Exchange, a leading financial market. In order to allow the Regulated
Utilities tO have continued access to those capital markets, APT incurs the
following Costs for the benefit of the Utilities. These services and costs are a
prerequisite to the Regulated Utilities' continued access to those capital markets



Description Fees incurred by APT to ensure that APIF can participate in the
Toronto Stock Exchange. These licensing and permit fees are
required in order to sell units on the Toronto Stock Exchange.

Examples Seder fees, annual filing fees, licensing fees, etc.
Ratepayer
Benefits
and Need
for
Services

The ratepayers and Regulated Utilities have access to capital so long
as APIF is able to access capital markets. These license fees allow
APIF to sell units on the Toronto Stock Exchange and, in tum,
provide funding for utility operations. These license fees incurred by
APT are critical to ensure continuing access to capital.

Description Escrow Fees for payment of dividends to Unit Holders.
Examples Unit holders invest in APIF, and, in tum, provide capital funding to

the Regulated Uti l i t ies by buying units. In malt ing those
investments, unit holders expect monthly distributions on the units
they own. As such, APT incurs escrow fees in paying such monthly
payments to unit holders.

Ratepayer
Benefits

Escrow Fees are incurred in order to ensure that unit holders of APIF
continue to maintain ownership, and that new shareholders are
enticed to invest in the Fund. Those new shareholders are the ones
truly investing money for new and future projects the utilities
undertake. Without them, there is no money for APIF to invest in
the utilities.

Need for
Services

Escrow Fees are incurred to ensure continued access to capital and
ensure continuing and ongoing investments by unit holders. Without
such escrow fees, the Regulated Utilities would not have a readily
available source of capital funding.

Description Unit holder communication costs are incurred to comply with filing
and regulatory requirements of the Toronto Stock Exchange and
meet the expectations of shareholders.

Examples News releases, unit holder conference calls, etc.
Ratepayer
Benefits

Unit holder communications costs are incurred by APT for the
benefit of the Regulated UdlitieSto ensure that unit holders are fully
informed of all operational and strategic decisions. These
disclosures are required by law to ensure a level of integrity and
rigor is applied to the management of the Regulated Utilities.

LIBERTY WATER AFFILIA TE
COST ALLOCATION METHODOLOGY

LICENSE FEES AND PERMITS

ESCROW FEES

UNIT HOLDER CQMMUNICATIONS



Description Audits are done on a yearly basis and reviews are performed
quarterly on all facilities owned by APIF on an aggregate level.

Examples Audits areprovided by KPMG.
Ratepayer
Benefits

Audits benefit ratepayers by verifying and ensuring that all financial
transactions are recorded prudently. Further, financial transactions
are scrutinized to ensure that operations are run prudently. Audit fees
also ensure that access to capital is available as it is a requirement of
financial markets. The aggregate audit again benefits the Regulated
Utilities by allowing continued access to capital markets and unit
holders.

Need for
Services

These corporate parent level audits reduce die cost of the standalone
audits significantly for utilities such as LSPSCO which must
perform its own separate audits. Where standalone audits are not
required, rate payers receive benefits of additional financial rigor, as
well as access to capital, and financial soundness checks by third
parties. Finally, during rate cases, the existence of audits provides
Staff and Interveners additional reliance on the company records,
thus reducing overall rate case costs. The aggregate audit is
necessary for the Regulated Utilities to have continued access to
capital markets and unit holders.

LIBERTY WATER AFFILIATE
COST ALLOCA TION METHODOLOGY

3. APT Financial Controls

Financial Control costs incurred by APT include costs for audit services
tax services, and trustee fees. These costs are necessary to ensure drat the
Regulated Utilities are operated in a manner that meets audit standards and
regulatory requirements have strong financial and operational controls, and that
financial transactions are recorded accurately and prudently. Without these
services, the Regulated Utilities would not have a readily available source of
capital funding

AUDIT FEES



Description Tax Services expenses are incurred to ensure prudent tax filing,
planning and management.

Examples Taxes are paid on behalf of the Regulated Utilities at the parent level
as part of a consolidated United States tax return. Tax services are
provided by third parties including KPMG for tax planning and
filing.

Ratepayer
Benefits

Tax services ensure that each utility maintains tax compliance as the
parent maintains compliance on their behalf. The shared cost of
such tax services also are lower than the costs of stand alone tax
services, which would otherwise be incurred by the Regulated
Utilities.

Need for
Services

Tax services are required as each of the udlides would be required to
pay taxes on a stand adore basis. Filing tax returns on a consolidated
basis benefits each Regulated Utility by reducing the costs that
otherwise would be incurred by such Util ity in f i l ing its own
separate tax return.

Description Trustee Fees are paid to the Board of Trustees, which meets on a
quarterly basis.

Ratepayer
Benefits

Trustees act in the same manner as Boards of Directors. They have a
duty to shareholders to ensure that they will act in their best
interests. This means that they must act in a way that optimizes the
operations of the utilities. Trustees also approve the strategic
direction of the company, provide corporate governance, and oversee
the strategic direction and health of the Income Fund, and in turn the
Regulated Utilities owned by APIF in order to ensure long term
sustainability. In summary, the trustees help to ensure financial rigor,
significant controls, and ultimately keeps rates low.

Need for
Services

Trustees are required to oversee the operations of the utilities
collectively. They also ensure on going access to capital and are a
fundamental requirement for a publicly traded company and its

affiliates.

LIBERTY WATER AFFILIATE
COST ALLOCATION ME THUDOLOGY

TAX SERVICES

TRUSTEE FEES

4. APT Administrative Costs

Finally, administrative costs incurred by APT such as rent, depreciation of
office furniture, depreciation of computers, and general office costs are required to
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house all the services mentioned above. Without these administrative costs, the
employees of APT could not perform their work and provide the necessary
services to the Regulated Utilities
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Appendix 1: Overview of Liberty Water Allocation Methodology

Direct Labor

Operations
Engineering, Time

Sheet driven labor

Direct Charge
Charged based al

customer count
Charged based on
4 Factor' Allocation

Utilities located inArizona
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Rio Rico Utilities Inc
Allocation Methodology Analysis
(all numbers in $ millions, except number of facilities)

Number of Facilities

Number of total utilities
Number of total facilities

Allocation based on number of facilities 26.98%

Revenues

Revenues from Utilities 35.233 33.699

Gross Revenues from 63 facilities 206.99 161.889

Allocation based on revenues 17.02% 20.82%

Allocation based on Plant

Total APIF Plant Value excluding CIAC and AIAC
Add: Liberty Water CIAC
Total APIF Plant

804.981
62.737

867.718

Total Liberty Water - Plant Value excluding CIAC and AIAC & Intangible
Future Income Tax Adjustment
Total Liberty Water Plant

245.319
12.770

258.088

Allocation based on Plant 29.74%

Operating Costs

Total APD? Operating costs 44.413

Utility operating costs 12.82318

Allocation based on Operating Costs 28.87%

PE-RB2
Page 1



Three Factor Calculation

Factor
Operating Costs
Revenue
Plant in Service

Allocation %
28.87%
17.02%
29.74%

Weight Total
33%
33%
33%

24.96%

Number of facilities 26.98%

PE-RB2
Page 2
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UTILITIES DWISION REVISED STAFF'S RESPONSES TO
RIO RICO UTILITIES, INC'S SECOND SET OF DATA REQUESTS TO

ARIZONA CORPORATION COMMISSION UTILITY DWISION STAFF
DOCKET no. WS-2676A-09-0257

JANUARY 26. 2010

2.9 Admit that Algonquin Power would not require audits if it did not own any
facilities. If denied, please explain why

Response: Deny. It is conceivable that Algonquin Power's need to raise
capital pre-dates the ownership of its first facility, and that this
need to raise capital might have required audited financial
statements
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2 Q-

INTRODUCTION AND PURPOSE OF TESTIMONY

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS

My name is Peter Eichler. My business address is 2485 Bristol Circle, Oakville

Ontario L6A7H7

5 Q- HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN THE INSTANT

7 A.

CASE?

Yes, my rebuttal testimony was submitted in support of the rebuttal tiling in this

docket by Rio Rico Utilities, Inc. ("RRUI" or "Company")

Q. WHAT IS THE PURPOSE OF YOUR REJOINDER TESTIMONY?9

10

11

12

A.

14

The purpose of my rej binder testimony is to further support RRUI's application for

rate relief by responding to testimony by the other parties regarding Liberty

Water's affiliate cost allocation methodology. Neither Staff nor RUCO voice any

objections to the cost allocations from Liberty Water to RRUI. Staff and RUC()

both oppose the Central Office Cost allocations from Algonquin Power Trust

("APT") to RRUI. In this testimony, I respond to the surrebuttal testimony of

Mr. Coley for RUCO and Mr. Becker for Staff relating to the Central Office Cost

allocations from APT

11. REJOINDER TO STAFF AND RUCO ADJUSTMENTS T() CENTRAL
OFFICE COST ALLOCATIONS

18

19

20

21

22

23

24

Q-

Rejoinder to Staff

WHAT ARE YOUR OVERALL THOUGHTS ABOUT THE TESTIMONY

OF MR. BECKER REGARDING YOUR CORPORATE COSTS?

I have examined Mr. Becker's surrebuttal testimony and it is not persuasive

Unfortunately, Mr. Becker's testimony is premised on incorrect factual

assumptions and unsupported conclusions. I recognize and understand

Mr. Becker's concerns relating to the APT cost allocations. Even so, Mr. Becker

ENNEMORE CRAIG
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has not supported his disallowance of the APT costs allocations with substantial

evidence. Rather, he applies a presumption that the APT costs do not benefit

RRUI's ratepayers. Liberty Water understands that Staff must scrutinize the APT

cost allocations, but we do not believe it is fair to presume that the APT costs are

improper. To the contrary, I assert that the costs and services related to the APT

allocations provide substantial benefits to RRUI's ratepayers, and I attempt to

address Mr. Becker's concerns in my testimony below. I also think it is important

to emphasize that the Central Office Costs are necessary costs of doing business

under the APIF business model as a publicly traded income fund, which makes

those costs recoverable operating expenses under established rate malting

principles

We appreciate Staffs concerns about unnecessary costs and potential

subsidization by ratepayers, but the evidentiary record does not substantiate such

concerns. Rather, the record shows that RRUI's operating costs, with the APT cost

allocations, are reasonable and cost-effective and RRUI is providing high-quality

utility service. The charts attached to my Rebuttal Testimony as Exhibit PE-RB3

demonstrate that RRUI's operating costs compare very favorably to the operating

costs of numerous other Arizona water and wastewater companies. Those charts

demonstrate that the Liberty Water shared services model allows RRUI to provide

high quality service at a reasonable price. Neither Staff nor RUCO mention, let

alone, refute those operating cost comparisons. I would hope that Staff's concerns

will not override the underlying facts

I also would like to take this opportunity to perhaps increase the level of

communication with Staff and RUCO in general. I hope that increased

communication regarding Liberty Water's operations on an ongoing basis can

reduce disputes and rate case expenses for all parties going forward. We truly want

ENNEMORE CRAIC
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Staff and RUCO to understand and appreciate APIF's cost-effective and efficient

business model for providing utility service. We believe Staffs and RUCO's

recognition of this business model will serve the best interests of Arizona

customers by allowing Liberty Water to provide high quality service at reasonable

prices

6 Q- ON PAGE 10 OF HIS TESTIMONY, MR. BECKER STATES THAT "THE

OVERALL OBJECTIVES OF THE PARENT COMPANY FUND SHOULD

FIRST BE CONSIDERED IN APPRAISING THE NEED FOR THESE

COSTS." HOW DO YOU RESPOND TO THAT ASSERTION?

10

11

12

14

17

24

I agree with Mr. Becker to the extent that necessary business costs under the APIF

business model should be considered in analyzing operating expenses. But

Mr. Becker seems to imply that APIF's desire to obtain a profit means that APT

costs are improper. I disagree with that notion completely. l also would note that

the objectives of the parent company are not relevant to the question of whether the

APT expenses are a necessary cost of doing business. Mr. Becker does not cite any

rule, regulation or ratemaking principle for this statement. Finally, I would assert

that the overall obi ectives of the parent company are to effectively run and operate

the facilities it owns. The growth of the parent company has nothing to do with the

Central Office Costs incurred. In fact, the growth of the parent, if anything, helps

keep Central Office Costs low by taking advantage of larger scale and spreading

the costs over more utilities and/or facilities. In short. it would be counterintuitive

for the objectives of the parent to be incuring costs which do not derive a benefit

for its facilities. I also would add that the fact that APIF is in the business of

making a profit is very healthy and, in fact, provides additional incentive to tightly

control these corporate costs considering that approximately 73% of the APT costs

are allocated to the non regulated business. APT does not have any operating
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business, except to provide services to the facilities owned, including the utilities

These are administration costs of the business model employed by APIF. If APIF

did not own any facilities, APT would not incur these costs, so it is illogical to

assume that the shareholders benefit from these costs. Simply put, if these costs

were not incurred, there would be no investment capital available to APT to

purchase and continue to own utilities. Mr. Becker's claim that APT would incur

those costs even if APIF did not own RRUI or the other Arizona utilities is wrong

8 Q- ON PAGE 11 OF HIS TESTIMONY, MR. BECKER STATES "SINCE

SHAREHOLDERS SEEK A PROFIT AND THE APIF INCURS EXPENSES

(E.G. CENTRAL OFFICE COSTS) IN ORDER TO GENERATE THAT

PROFIT. THEN A REASONABLE CONCLUSION IS THAT THE

CENTRAL OFFICE COSTS ARE INCURRED PRIMARILY FOR THE

BENEFIT OF THE SHAREHOLDERS RATHER THAN FOR RIO RICO

AS THE COMPANY INDICATES. THE CENTRAL OFFICE COSTS

WOULD HAVE BEEN INCURRED EVEN IF THE FUND DID NOT OWN

RIO RICO BECAUSE THE CENTRAL OFFICE COSTS WERE

INCURRED TO MAKE A PROFIT FOR THE SHAREHOLDERS AND

NOT TO OPERATE RIO RICO. THE BENEFIT TO RIO RICO IS ONLY

INCIDENTAL." CAN YOU RESPOND TO THAT TESTIMONY?19

20

21

22

24

Yes, that testimony is incorrect on several fronts. Staffs and RUCO's approach to

the cost allocation issue is fundamentally flawed. Read closely, Mr. Becker's

testimony does nothing more than state his beliefs or generic opinions that the APT

costs do not benefit ratepayers. With respect to the APT costs, RRUI has shown

that the contractual services expenses were acMally incurred by APT/RRUI, that

those costs are reasonable and that the APT costs are necessary expenses under the

APIF business model, which allows RRUI to provide quality utility serviceat a low
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cost. Mr. Becker does not really address these issues, but instead contends that the

APT costs should be disallowed because they primarily benefit APIF, and not

RRUI. I do not agree with that sentiment

As noted above, APT exists solely for the benefit of the utilities and other

facilities APIF owns. APT does not have any business operations, other than to

provide administrative services to the facilities owned by APIF. If those utilities

and other facil i t ies  did  not exist ,  APT and all  of these indirect  corporate

administrative costs would not exist. Put another way, the costs incurred by APT

do not generate revenue or income for APIF because those costs are provided

solely for the benefit of APIF's facilities, including RRUI. Allocation of those

costs simply allows APIF to recover those necessary operating costs from the

utilities. like RRUI. that use and benefit from the APT services. Mr. Becker's

claims to the contrary are unfounded. To illustrate this point, let's say APT pays

KPMG $100,000 for audit services relating to all 63 facilities owned by APIF. In

tum, 26.98% of that cost is allocated to the 17 regulated utilities ($26,980) with

12% then allocated to RRUI or $3,237.60 Allocating that $3,237.60 to RRUI

doesn't generate additional revenue for APIF, rather, such allocation pays for

RRUI's portion of the audit costs paid by APT. Recovery of the costs of doing

business under APIF's business model is not generation of shareholder revenue

Finally, I would note that Mr. Becker's disallowance of the APT costs because they

primarily" benefit APIF is contrary to the definition of "common costs" in the

NARUC Guidelines.' which establishes that recoverable common costs can benefit

both the regulated utility and unregulated affiliate

26
l NARUC Guidelines at 2, 1] 5
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1 Q.

6

ON PAGE 12-13 OF HIS TESTIMONY, MR. BECKER DISCUSSES SOME

OF THE COSTS INCLUDED IN THE APT COST POOL AND CLAIMS

THAT THEY ARE UNSUPPORTED. OUT OF PERIOD. OR CAN BE

DIRECTLY ATTRIBUTABLE TO NON-UTILITY OPERATIONS. HOW

DO YOU RESPOND?

I will respond to this question by independently addressing each of Mr. Becker's

claims

10

17

24

Directlv Attributable Costs

After iiurther reviewing the responses to GWB 4.2., I agree with Mr. Becker

that some costs that we allocated to RRUI are inappropriate. These costs include

some payments to the Government of Quebec, donations, and some litigation costs

that can be directly attributed to non-utility operations. RRUT has adjusted its

central allocation pool in the amounts of $98,775 for licenses and fees, and $46,367

for legal costs. These adjustments are reflected in adjustments made by

Mr. Bourassa in his Rejoinder Schedule C-2 (Water) at 9 and C~2 (Wastewater) at

7. As stated in my prior testimony, we have directly charged any and all costs to

the extent practicable

2 Unsupported Costs

I disagree with Mr. Becker that a lot of costs are unsupported. As

Mr. Becker points out, the Company provided every invoice over $5,000, and

offered to provide those under $5,000 if requested by any party. Unfortunately

neither Staff nor Mr. Becker explain exactly what additional information they need

in terms of invoicing. Staff's failure to define, let alone apply, a consistent

standard is unfair to RRUI and other utilities. Staffs and RUCO's use of alleged

lack of documentation as a means to deny the APT costs also places font over

substance. Whether or not an invoice from APT or a vendor mentions RRUI does
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2)

3)

not change the nature of the service provided or the actual use of the APT services

by RRUI. Even if RRUI could PE-write the invoices (which it  can't) to mention

RRUI,  t he services provided by APT would remain t he same. While  it  is

understood that some of the audit cost invoices do not meet that criteria (i.e. over

$5,000), that does not make them inappropriate expenditures. For example, over

$247,000 of the audit expenses relate to invoices from 2 companies, AccuSource

and Contract  Control Services. Both of these companies provided extensive

services during the test  year evaluat ing and test ing internal financial controls

related to  financial report ing. The internal financial controls are regulatory

requirements of Bill 198, which is very similar to  the Sarbanes Oxley Act  and

compliance requirements in the United States. Some examples include

1) Revenue Controls - These controls ensure items such as segregation

of duties to ensure that those who collect cash do not record entries to

the general ledger, that  revenues are recorded correct ly, and that

management checks are in place

Audit  cont ro ls -  These cont rols ensure that  journal ent ries have

e v id e n c e  o f  a p p r o v a l  a n d  s u p p o r t ,  r e v ie w  o f  k e y a c c o u n t

reconciliations, determining the adequacy of accruals, assignment of

inforrnadon access with segregation of duties in mind

Information Technology Controls - These controls ensure that  the

server room is adequately protected, that electronic files are stored

off site with restricted access

Purchasing controls - These controls ensure that purchasing policies

a r e  in  p la c e ,  a nd  inc lu d e  sa mp ling  w ir e  t r a ns fe r s  t o  e nsu r e

appropriate approvals have been received, ensuring a purchasing

4)
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policy is in place and up to date, sampling invoices for evidence of

approval of variances from Purchase orders, etc

To state that these types of costs don't benefit customers would be a very difficult

argument to make

The majority of the other audit costs relating to KPMG annual audit costs

have been supported. I would like to further note that while RRUI does view

producing every invoice as overly burdensome, if Mr. Becker would like to select a

sample of invoices he is unsure about, I would be happy to provide them in a

timely manner

3 Out of Period Costs

In reviewing the billings from KPMG, some invoices that were received

during 2008 relate to the 2007 annual audit, however, due to the lagging nature of

audits, portions of the work related to a 2007 audit is usually not performed until

2008. Similarly, the Company would incur 2008 audit costs during 2009, etc. This

is not out of period and is a consistently applied methodology throughout Liberty

Water's rate cases. While in-period accruals are made for such costs, only the

actual costs were reflected in this application

18 Q- WHAT ABOUT MR. BECKER'S ASSERTION THAT THE COST

ALLOCATION METHODOLOGY DOES NOT COMPLY WITH THE

NARUC GUIDELINES?

21 The NARUC guidelines simply recommend that utilities directly allocate as much

cost as possible where possible. RRUI conforms to this principle. While I

understand Mr. Becker's concerns stated above, the Company does strive to

allocate directly where at all possible and to the extent practicable. The removal of

some of the legal costs and some of the Licenses and Fees costs is a recognition of

Liberty Water's commitment to allocate appropriately and charge directly where
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appropriate. We have complied with the NARUC Guidelines as set forth in my

rebuttal testimony

3 Q. ON PAGE 11 OF HIS SURREBUTTAL, MR. BECKER STATES THAT HE

DISAGREES THAT THE COST POOL WOULD BE LOWER IF

ALGONQUIN POWER DID NOT OWN THE UTILITIES DIVISION. DO

YOU AGREE WITH MR. BECKER?

7

8

9

10

A.

12

14

17

19

20

22

24 constant,

26

No. APIF would not exist and would not incur any costs if it did not own any

facilities. APT has no other business than to operate the facilities APIF owns

Further, to contextualize the amount of effort required to run the utilities division

the power generation group, for the most part, has one customer per facility

meanwhile, the utilities group has over 60,000 customers to look after. Even with

that disparity, it receives less than 27% of the overall costs. This is something that

can only be done with a significant amount of scale. While the business structure

of being a publicly traded company does drive a significant portion of the Central

Office Costs. these costs are still incurred to the benefit of the utilities it owns

Again, most of these costs are associated with good corporate governance. These

costs ensure that the entire corporate family remains viable for the long run. The

APT costs and services are a necessary requirement for RRUI to receive equity

capital funding from APIF, which absolutely benefits RRUI and its ratepayers

In our view, this Commission should be encouraging larger companies to be

acquiring smaller utilities and consolidating operations under shared services

models like we have implemented in Arizona. In addition to access to capital

something increasingly critical in down economies where the need for critical

infrastructure remains larger companies provide good corporate

governance, reducing the risk of smaller utility financial problems. There are no

McLain or Far West messes under a corporate structure like ours. But, this has a
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cost. as I have testified to above. and as Mr. Bourassa and Mr. Sorensen have tried

to  explain in t heir  t est imonies in t his case and the recent  BMSC rat e case

However. under our model. there is a shared cost/benefit

4 Q- ON PAGE 12 OF HIS TESTIM ONY,  M R.  BECK ER POINTS TO THE

GROWTH OF ALGONQUIN POWER IN RELATION TO THE GROWTH

OF RRUI TO SUPPORT HIS CLAIMS THAT THE APT COSTS BENEFIT

THE SHAREHOLDER. HOW DO YOU RESPOND TO THAT?

8

9

10

12

I respond by stating that the costs incurred by APT are likely much lower due to

the current size of the company. As the parent grows, it gains economies of scale

and is able to procure services such as audits, tax management, and other costs for

a lower incremental price on a consolidated basis. If the fund had not grown in the

period from 2001 to 2007, it is conceivable that these costs would be higher today

than they are. I also would hope that Staff agrees that larger companies can often

run utilities more efficiently than standalone utilities14

15 Q- CAN BEING A MEMBER OF A LARGE COMPANY PROVIDE BENEFIT

FOR BOTH SHAREHOLDERS AND RATEPAYERS?

17

18

19

20

A.

Q-23

24

25

26

A.

Absolutely. A large company can provide many benefits to customers, such as

access to  capital and the ability to  provide high quality service at  the lowest

possible cost leaving the utility with a fair and reasonable return on its investment

after the recovery of the costs needed to provide that level of service. Everyone

wins. Again, that general principle is reflected in the definition of "common costs

under the NARUC Guidelines

WHAT ABOUT MR. BECKER'S ASSERTION THAT MANAGEMENT

COSTS ARE DUPLICATIVE?

The Management services received from APT are very different  from the labor

incurred at  the Liberty Water level.  The APT costs are Strategic Management
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costs designed to provide benefit to the facilities owned by APUC, including the

utilities

Strategic management decisions are critical for any public utility. The need

for strategic management is even more pronounced for RRUI as a regulated utility

that depends on access to capital for ongoing operational and capital needs

Algonquin Power seeks to hire talented strategic managers that aid in running each

facility owned by the fund, including RRUI, as efficiently and effectively as

possible. This ensures the long tern health of each utility and ensures that rates are

kept as low as possible without compromising the level of service. It also

facilitates each Regulated Utility's access to necessary capital funding at reduced

costs

13

14

Q,

Rejoinder to RUCO

LET'S SWITCH OVER TO RUCO'S TESTIMONY. PLEASE PROVIDE

YOUR INITIAL THOUGHTS ON MR. COLEY'S SURREBUTTAL

TESTIMONY REGARDING CENTRAL OFFICE COSTS

16 I A.
17
18
19
20

Q,22

23

24

25

26

A.

My initial thoughts on Mr. Coley's testimony is that while I admire his attempt to

compare Rio Rico with other utilities in Arizona, the analysis he has provided is

flawed in several ways. Mr. Coley confuses the issue of corporate costs with that

of wages and labor expense, and then he performs some severely flawed analyses

to support his predetermined conclusion. Mr. Coley's testimony and analysis

should be disregarded relating to the APT costs

PLEASE EXPLAIN THE FLAWS IN MR. COLEY'S TESTIMONY AND

ANALYSIS?

Mr. Coley seeks to prove that non-labor costs, such as the APT costs, should be

disallowed based on comparing wages per customer. Mr. Coley does not disallow

any of the Liberty Water costs, which are where all the labor is contained. Instead
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Mr. Coley seeks to disallow the Central Office Costs relating to access to capital

and corporate governance (non-labor costs) by comparing them to other utilities

labor costs. Mr. Coley's analysis is flawed because he is comparing apples to

oranges, so to speak. Mr. Coley's Surrebuttal Exhibit 1 is flawed because he does

not analyze comparable numbers between the various utilities in his analysis. In

his analysis, Mr. Coley sums only the labor and wages costs of various utilities

and then compares those numbers to the total contractual services costs of RRUI

Unfortunately, Mr. Coley does not recognize that the contractual services costs for

RRUI include various non-labor/wages costs, including insurance, benefits and

other items. In short, Mr. Coley has understated the costs for the other utilities and

overstated the costs for RRUI in this analysis. To illustrate that point, the charts

attached to my testimony as Exhibit PE-RJ1 correct the errors in Mr. Coley's

analysis and demonstrate that RRUI's labor and wages costs compare very

favorably to other utilities. Mr. Coley's claims to the contrary are not supported by

actual data

DO YOU AGREE WITH THE REST OF MR. COLEY'S ANALYSIS?16 . Q.

17 A.

18 Q.

No. I do not

TAKE US THROUGH SOME OF THE FLAWS THAT YOU HAVE FOUND

IN MR. COLEY'S ANALYSIS

20 A. As stated above, my biggest concern with Mr. Coley's analysis is that he is

comparing non-labor costs to labor costs, in an effort to disallow costs that don't

have labor in them. That does not make sense

Q- PLEASE PROVIDE SOME EXAMPLES OF WHAT YOU MEAN23

24 A. The following are some examples of the errors in Mr. Coley's testimony

In the Wastewater division, payments to the City of Nogales for treatment of

wastewater totaling over $130,000 are included in Contractual Services

•
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•

•

•

•

accounts, and therefore Mr. Coley's calculation of labor costs. Clearly

these are non-labor costs

As previously mentioned, APT costs are non-labor but included anyway by

Mr. Coley for both the Water and Wastewater divisions

Rio Rico's Contractual Services category includes labor for accounting staff

and customer service staff as well as administrative costs. The Arizona

Water Companies, for example, record these costs on separate line items

Mr. Coley did not include these costs for the Arizona Water Companies. To

give an order of magnitude of these costs, Coolidge Water incurs $645,65 l

of these costs, or $137.28 per customer, Lakeside Water $782,552 or

$157.96 per customer. Needless to say, these numbers would significantly

impact Mr. Coley's analysis

Mr. Coley ignores that Liberty Water labor costs include 35% burdens for

items such as medical insurance, 401k's, etc. These costs were included for

Liberty Water companies, but not for some of the other companies in the

analysis which record medical insurance costs on separate lines

Mr. Coley assumes that all costs labeled "Contractual Services" are Liberty

Water labor costs. This is not true. In both divisions. there are costs

included in Contractual Services that include ground maintenance, meter

testing, janitorial services, alarm monitoring, office cleaning, armored car

service, and other administrative costs. In the administrative cost allocation

accounts, only approximately 35% of the total is labor related, including

burdens such as medical insurance. etc. as described above
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1 Q- ARE THERE ANY POSITIVES THAT YOU CAN POINT TO IN MR

COLEY'S ANALYSIS?

Yes. Mr. Coley's attempted analysis actually supports the APT costs allocations

on several fronts. I do not, however, necessarily agree with Mr. Coley's choice of

comparable utilities. For example Mr. Coley compared RRUI's sewer division to

three stand-alone sewer companies, including Ajo Improvement, Rio Verde and

Far West. I believe that Ajo Improvement is subsidized by its parent company

which means that the numbers used by Mr. Coley don't reflect actual costs. Also

as established in a recent docket before the Commission, Far West is not providing

adequate service and has substantial financial problems, which Mr. Coley did not

address in his testimony. Even so, I have used these companies to develop my

rejoinder schedules and charts attached as Exhibit PE-RJI, in which I outlined the

breakdown of RRUl's contractual services accounts and compared RRUI's

labor/wages costs to the other Arizona sewer/water utilities cited by Mr. Coley

Q, PLEASE EXPLAIN YOUR REJOINDER SCHEDULES PE-RJ115

16

17

A.

19

20

My rejoinder schedules attached as Exhibit PE-RJ1 seek to correct the flaws in

Mr. Coley's analysis and provide an apples to apples comparison of labor costs

As demonstrated, Rio Rico's labor costs per customer are not onlywell within the

range of the other utilities, but in fact a lot lower than most of the utilities in the

sample group. When accurately compared to 17 other water utilities, Rio Rico

Utilities is the third lowest labor cost per customer. On the wastewater front, when

compared to nine other wastewater companies, only three are lower in labor cost

per customer than Rio Rico Utilities. This further proves the efficiency of the

shared services model24
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1 Q- BUT MR. EICHLER, DIDN'T YOU SAY THAT THE LABOR COSTS

SHOULDN'T BE USED TO DISCUSS APT COSTS?

3 A. That is correct. I supplied the above analysis to only confirm the benefits of

Liberty Water's shared services model

5 Q- so HOW SHOULD WE COMPARE RIO RICO'S COSTS TO OTHER

7

8

9

10

A.

12

13

14

Q-

UTILITIES?

During my rebuttal testimony, I provided a schedule which demonstrates that Rio

Rico's overall controllable costs per customer were well within line of other

utilities, in some cases being among the lowest. I have now expanded that analysis

to include some of Mr. Coley's sample group. My analysis can be seen in the

schedules attached as Exhibit PE-RJ2

PLEASE DISCUSS YOUR EXHIBIT PE-RJ2 IN MORE DETAIL

As discussed above, the schedules attached as Exhibit PE-RJ2 seek to compare

various sample utilities, including those picked by Mr. Coley, to RRUI on an

overall cost per customer basis. Shave compared on a per customer basis both total

costs, and total costs less taxes, depreciation, purchased power, and chemicals

The results speak for themselves

Q. PLEASE DISCUSS THE RESULTS OF YOUR ANALYSIS FURTHER18

19

20

A.

22

24

On an overall cost per customer basis, Rio Rico compares very favorably other

Arizona utilities. For the water division, Rio Rico Utilities ranks sixth out of 23

companies compared. Further, on a controllable cost per customer (costs less

taxes, depreciation, purchased power, and chemicals), Rio Rico ranks fourth out of

23. On the wastewater side, Rio Rico Utilities is in the middle of the pack, ranldng

fifth out of eleven utilities on a total cost basis and sixth out of eleven on a

controllable cost per customer basis. I also would note that neither Staff nor

RUCO objected or responded to the operating cost comparisons, Exhibit PE-RB3
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in my rebuttal testimony. Those charts compared Rio Rico's total operating

expenses to various other Arizona utilities

3 Q, WHY SHOULD THIS BE THE WAY TO MEASURE UTILITIES AGAINST

EACH OTHER?

5 As suggested in my testimony, different utilities have different ways of recording

certain costs. Utilities may also choose to operate in different ways. For example

some will outsource certain work while others will choose to perform it in house

The only way to truly measure cost levels against each other is on an overall

controllable cost per customer basis

10 Q- DO YOU HAVE ANY OTHER OBJECTIONS TO MR. COLEY'S

12

13

14

TESTIMONY?

Yes. On page 18-19 of his testimony, Mr. Coley describes the adjustment that the

company made to transportation expense as the removal of costs related to

evidence from the Litchfield Park hearing that the "corporate parent has a fleet of

corporate executive jets and the costs were being allocated to the utilities

Q- WHAT IS YOUR OBJECTION TO THAT STATEMENT?16

17

18

A.

20

22

24

That statement is factually incorrect. The parent company does not have a fleet, let

alone a single corporate executive jet. Certain staff from APT/APIF occasionally

use business travel service from a company called Algonquin Airlink, which is not

owned by APIF. The suggestion that APIF owns a fleet of corporate jets is false

In LPSCO's rate case, after the Administrative Law Judge expressed concerns

about those charges, we agreed to remove those costs in an effort settle an issue

and avoid additional rate case expense and hearing time necessary to debate the

merits of those charges. We also took it upon ourselves to remove those charges

from RRUl's case to avoid increased hearing time
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1

2

111.

Q-

4

6

7

Q-

Q,13

14 A.

OTHER ANALYSIS

MR. EICHLER, DID YOU UNDERTAKE ANY OTHER ANALYSIS TO

SHOW THE REASONABLENESS OF THE APT ALLOCATIONS?

Yes. My rejoinder schedule Exhibit PE-RJ3 is a comparison of some other large

publicly traded corporations and their corporate costs

WHAT DID YOU FIND?

As my analysis shows, the cost per customer of some of the categories that I was

able to find indicates that the services provided by APT are the second lowest in

the peer group. This includes audit fees, tax services, board of director costs, and

services received from CEO's (management services in the case of Rio Rico). This

further demonstrates that not only is the overall cost per customer reasonable, but

that the APT costs themselves are extremely reasonable

PLEASE CONTINUE

The availability of comparable data for most of the categories also shows that the

types of costs incurred are incurred by other publicly traded corporations as well

and have benefit to rate payers of those companies

Q- DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY?17

18

19

20

Yes

22

24

26
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RICO RICO WATER DIVISION CONTRACTUAL SERVICES BREAKDOWN

Contractual Services ($805,032)

2
$264,195
$242,221
$194,871
$103,745

LABOR COSTS
$264, 195
$242,221
$64,307.43

4

Operations Labor (Liberty Water)
Administrative Labor (Liberty Water)
Administrative Allocation (Libery Water) :
Central Office Costs (APT)

$2,809

2
$2,809
$0.00
$0.00
$0.00

Contractual Services Other($76.,859)
Technical Services Labor
Contract Services Miscellaenous
Contract Services
Contract Services4

$45
$4,677

TOTAL COSTS FOR CONTRACTUAL SERVICES
TOTAL LABOR COSTS FOR CONTRACTUAL SERVICES
TOTAL NON-LABOR COSTS FOR CONTRACT SERVICES

$805,032.00
$570,723.43
$234,308.57

RICO RICO 2008 CUSTOMER COUNT FOR WATER SERVICE:
RIO RICO ANNUAL LABOR/WAGE COST PER CUSTOMER:
RIO RICO MONTHLY LABOR/WAGE COST PER CUSTOMER:

6,025
$94.77
$7.89

2289391.1

These costs are direct charges 'from Liberty Water for operations and engineering. The labor rate
charged by Liberty Water is the dollar hourly rate per employee as recorded in Liberty Water's payroll
system, grossed up by roughly 35% for burdens such as payroll taxes, health benefits, retirement plans
and other insurance provided to employees. Engineering technical labor, which is capitalized, is charged
on the same basis, plus a 10% allocation for corporate overheads incurred by Liberty Water, including
rent, materials, supplies and other similar overhead costs

These costs are labor costs for accounting, billing, customer service and human resources. These labor
costs incurred by Liberty Water are allocated to the Regulated Utilities based on customer count. The
labor rate charged by Liberty Water is the dollar hourly rate per employee as recorded in Liberty Water's
payroll system, grossed up by roughly 35% for burdens such as payroll taxes, health benefits, retirement
plans, and other insurance provided to employees

These costs are incurred by Liberty Water for rent, administrative costs, depreciation of office furniture
depreciation of computers, and other labor that cannot be directly attributed to a specific Regulated
Utility. Those administrative costs are allocated to RRUI by use of the "four factor" methodology. Other
costs in this category include insurance, janitorial services and other general non-payroll costs. The
methodology used by Liberty Water involves (1) Rate Base, (2) Total Customers, (3) Non-Labor
Expenses and (3) Labor as allocating factors, with each factor assigned a specific weight. In total, the
Administrative Allocation is 67% non-labor and 33% labor

The Central Office Costs from APT do not include any direct labor costs. Instead, these costs include
professional services like third-party legal services, accounting services, tax planning and filings, and
required auditing that are done for the benefit of all of the Liberty Water Regulated Utilities, including

These costs are non-labor costs for construction, alarm services, imaging, copiers and related services

These costs are non-labor costs for testing, ground maintenance, blue staling, septic services and other
similar seMces

These costs relate to non-labor costs for painting and other relating services
PE-RJ1
Page 3
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RICO RICO SEWER DIVISION CONTRACTUAL SERVICES BREAKDOWN

Contractual Services ($298.008)

2
$96,241
$79,390
$87,795
$34,582

LABOR COSTS
$96,241
$79,390
$28,972.35

4

Operations Labor (Liberty Water)
Administrative Labor (Liberty Water)
Administrative Allocation (Libery Water) :
Central Office Costs (APT)

LABOR COSTSContractual Services Other ($175,196)
Contract Services
Contract Services
Contract Services

$171
$2,527

TOTAL COSTS FOR CONTRACTUAL SERVICES
TOTAL LABOR COSTS FOR CONTRACTUAL SERVICES
TOTAL NON-LABOR COSTS FOR CONTRACT SERVICES

$473,204.00
$204,603.35
$268,600.65

RICO RICO 2008 CUSTOMER COUNT FOR WATER SERVICE :
RIO RICO ANNUAL LABOR/WAGE COST PER CUSTOMER:
RIO RICO MONTHLY LABOR/WAGE COST PER CUSTOMER:

2,071
$98.79
$8.1

These costs are direct charges from Liberty Water for operations and engineering. The labor rate
charged by Liberty Water is the dollar hourly rate per employee as recorded in Liberty Water's payroll
system, grossed up by roughly 35% for burdens such as payroll taxes, health benefits, retirement plans
and other insurance provided to employees. Engineering technical labor, which is capitalized, is charged
on the same basis, plus a 10% allocation for corporate overheads incurred by Liberty Water, including
rent, materials, supplies and other similar overhead costs

These costs are labor costs for accounting, billing, customer service and human resources. These labor
costs incurred by Liberty Water are allocated to the Regulated Utilities based on customer count. The
labor rate charged by Liberty Water is the dollar hourly rate per employee as recorded in Liberty Water's
payroll system, grossed up by roughly 35% for burdens such as payroll taxes, health benefits, retirement
plans, and other insurance provided to employees

These costs are incurred by Liberty Water for rent, administrative costs, depreciation of office furniture
depreciation of computers, and other labor that cannot be directly attributed to a specific Regulated
Utility. Those administrative costs are allocated to RRUI by use of the "four factor" methodology. Other
costs in this category include insurance, janitorial services and other general non-payroll costs. The
methodology used by Liberty Water involves (1) Rate Base, (2) Total Customers, (3) Non-Labor
Expenses and (3) Labor as allocating factors, Mth each factor assigned a specific weight. In total, the
Administrative Allocation is 67% non-labor and 33% labor

The Central Office Costs from APT do not include any direct labor costs. Instead, these costs include
professional services like third-party legal services, accounting services, tax planning and filings, and
required auditing that are done for the benefit of all of the Liberty Water Regulated Utilities, including

These costs are non-labor costs for construction work and related services

These costs are non-labor costs for construction work and payments to the City of Nogales for
wastewater disposal. The City of Nogales payment was $156,975

Page 4
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Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257

PETER EICHLER
REJOINDER TESTIMONY

March 9. 2010

Exhibit PE-RJ3
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R10 RICO MONTHLY APT COSTS PER CUSTOMER

APT Central Office Cost Allocation (Water)

APT Central Office Cost Allocation (Wastewater)

Total APT Central Office Cost Allocation

Total APT Cost/Month

$124,102.00

$40,934.00

$165,036.00

$13.773.00

APT Monthly Cost Per Customer

APT Cost/Month for Water 810341 .83

APT Monthly Cost Per Water Customer

APT Cost/Month for Wastewater $3 411.67

APT Monthly Cost Per Wastewater Customer

2293234.1

Rejoinder Schedule (Water Division), C-2 at 9 (Revised), Adj. 8

Rejoinder Schedule (Wastewater Division), C-2 at 7, Adj. 6

$13,753/8,788 customers = $1.56 per customer. RRUI has 6,605 water customers and
2.183 wastewater customers. for a total of 8,788 customers

$10,341.83/6,605 customers = $1.57/customer

$3.411.67/2,183 customer = $1.59/customer
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Audit

Tax Services

Corporate Cost Build Up

Total
Budget

Corpoarte Costs
Pool per RB

Variance*

Rio Rico
Total

Budget

17.672

10.457

15.859Other Professional Services

Management Fee - Total

Unit Holder Communications

Trustee Fees

Escrow & Transfer Agent Fees

$27_300

$0
$116.088

$140,097

$0

$80,179

$0

I 0.948

LicensesIFees & Pemlits

Gffice Expenses

Depreciation

507.000

265.000

300.000

455.000

636.6i9

314_100

204.000

75.000

430.739

305.000

254.000

204.242

1.021.609

322.446

767.451

565.649

642.771

289.796

129.000

71

299.586

140.852

808.101

$0

$113.683

$61_122

$0

15.014

10.631

Total Admin Costs 3.950.700 $5,269,880 $538,469 137.703

* includes removal of Kendal] Printing Invoice
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BEFORE THE ARIZU C8RP0BATIgN c
Ana orporatlon Commission

DOC KETC D2 COMMISSIONERS

3
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5

KRISTIN K. MAYES ... Chainman
GARY PIERCE
PAUL NEWIVIAN
SANDRA D. KENNEDY
BOB STUMP

DEC 2820U9

INTHE MATTER OF THE APPLICATION OF
FAR WEST WATER & SEWER COMPANY, AN
ARIZONA CORPORATION, FOR APPROVAL OF
INTERIM RATES AND CHARGES

DOCKET NO. WS-0347/A-08-06087

8

9 DECISION no. 71447

10
OPINION AND ORDER

April 6, and 7, 2009, and May 12, 13, 14, and 21, 2009

TUCSON_ Arizona

March 5. 2009

DATES OF HEARING

PLACE OF HEARING

DATE OF PUBLIC COMMENT

PLACE OF PUBLIC COMMENT

ADMINISTRATIVE LAW JUDGE

APPEARANCES

Yuma. Arizona

lane L. Rodder

Mr..Toy Shapiro, FENNEMGRE CRAIG, on behalf of
Applicant

Ms. Michelle Wood, Staff Attorney, on behalf of the
Residential Utility Consumer Office; and

Mr. Kevin  Torrey  and Ms.  Robin  Mitche l l ,  Staff
Attorneys, Legal Division, on behalf of the Utilities
Division of the Arizona Corporation Commission

BY THE COMMISSION

On December 19, 2008, Far West Water & Sewer Company ("Far West" or "Company/") tiled

with the Arizona Corporation Commission ("Commission") an emergency application for the

irmnediate implementation of interim rates for sewer service, which rates would be effective until a

decision has been issued on the Company's application for permanent rate increase

The Company had filed an application for permanent rates on August 29, 2008, in Docket No

WS-03478A-08-0454. By Procedural Order dated December 10, 2008, the permanent rate case was

s/jane/ra&es/2009/Far West Emergency 0840



DOCKET NO. WS-03478A-08-0608

1

2

3

set for hearing to commence on July 29, 2009. Following the tiling of the emergency rate

application, by Procedural Order dated January 23, 2009, the proceedings in the permanent rate case

were suspended pending the conclusion of the emergencycase

Summary of Request

The Company is seeking an emergency rate increase designed to produce additional revenue

6 of $2,161,788 on an annual basis. The Company claims its request would result in a zero Operating

7 Income' The requested increase would be a 101.95 percent increase over current sewer division

8 revenues." The Company argues that all three of the conditions identified in Arizona Attorney

9 General Opinion 71-17, which establishes the guidelines to determine when an "emergency" exists

10 for the purpose of approving interim rates, are present, or threatened, in this case

Far West asserts that it cannot pay its debts as they come due. Far West projects that in 2009

12 the Company will have a cash flow deficit of over $6.4 million. It states that it has invested more than

13 $18 million in improvements in the last three years, which are not yet included in rate base, and is

14 paying debt set-vice on more than $20 million in new debt used to pay for these improvements. Far

15 West states it is unable to complete the sewer system improvements necessary to comply with its

16 October 2006 Consent Order with the Arizona Department of Environmental Quality ("ADEQ")

17 The Company claims it has been unable to raise the additional capital needed to pay for the cost

18 ovemins related to its sewer system renovation project. Thus, the Company asserts that it is

19 insolvent, as it cannot complete the plant to comply with the Consent Order and cannot obtain

20 permanent rate relief to address its severe cash How shortage. Far West states th.at because it cannot

21 make the necessary improvements to its water and wastewater utility systems, its ability to maintain

22 safe and reliable water and sewer service in doubt

23 RUCO argues that the Commission should deny the request for interim rates because, on a

24 total company basis, th.e Company has sufficient funds to meet its operating expenses and debt

25 service. RUCO argues that shortfalls in the Company's capital budget for construction work in

26 progress are not appropriately charged to ratepayers According to RUCO, the Company is not

Far West Closing Brief at 1
Ex A-3 Bourassa Rebuttal at 2
RUCO Reply Brief at I

DECISION NO 71447
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1 insolvent and there is no emergency. RUCO's analysis of the Company's relevant Financial ratios

2 indicates that the Company actually has a better cash flow now than it did in 2007

Staff believes that when Far West is viewed as a whole, the Company's existing ra.tes are

4 sufficient to allow it to remain financially solvent and to provide reasonable funds for unexpected

5 events or contingencies until the conclusion of the permanent rate case." Staff argues Me Company's

6 request for interim rates is unfair to ratepayers and would only aggravate the Company's financial

7 situation. Staff advocates that the only viable solution to the Company's need to complete its sewer

8 renovation project is an infusion of equity. In the event the Commission determines that there is an

9 emergency, Staff offers an alternative recommendation that would provide the Company with interim

i0 relief in the amount of $972,l50, a 46.3 percent revenue increase, to be spread evenly among all

11 customer classes

12 Background Events

13 Far West is located in Yuma County and provides water utility service to approximately

14 15,000 customers and sewer utility service to approximately 7,300 of those customers. Ki the past ten

15 years, the Company's service area experienced a period of tremendous growth. In 1998, Far West

16 provided service to 8,400 water customers and 260 sewer customers. By 2005, Far West served

17 5.500 sewer customers. The shareholders of Far West are sisters Paula Capestro and Sandy Braden

18 Mr. Andrew Capestro is manned to Paula Capestro and has been overseeing the Company during its

19 sewer renovation project, Mr. Capestro does not receive compensation for operating the Company

20 but does receive compensation when he perfonns services as a lawyer for the Company

By its own admission, the Company was not able to keep up with the growth in its service

22 area.5 The Company came to have seven independently operating "package» type" treatment plants

23 across its service territory. The Company's plants are known as Palm Shadows, which has a current

24 average flow of 263,000 gallons per day ("god"), Section 14, with a current average flow of 102,000

25 gucci; Marwood, with a current average flow of 306,000 god, Del Oro, with a current average flow of

26 180,000 god, Del Rey, with a current average How of 14,000 god; Villa Royale, with a current

Staff Closing Brief at 2
Far West Closing Bn'ef at 4

DECISION NO
71447
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3

4

5

6

8

9

10

11

12

l average flow of 10,000 god, and Seasons, with a current average flow of 73,000 god

Following customer complaints about odors and effluent quality, ADEQ investigated Far

West's sewer operations On March 10, 2006, ADEQ entered into a Consent Order with Far West

with respect to the Del Ore treatment facility. In that Consent Order, Far West was required to make

short, medium and long-term measures to address operational, maintenance, capacity and permitting

deficiencies associated with the Del Oro plant

In April 2006, after the Del Oro Consent Order, Far West states that it hired Coriolis, an

engineering firm, to perform a "comprehensive review of the entire utility, water and sewer

including addressing the issues of the wastewater plants Far West claims, however, that before

Coriolis could prepare a comprehensive engineering study, the Company had to address the issues

surrounding the Del Oro treatment plant."' Far West claims it had to f ind a way to treat

approximately 300,000 god at the Del Oro Plant, and with the assistance of Coriolis, was able to

13 locate a temporary treatment facility. Far West was able to install the temporary plant at the Del Ore

14 location and have it in operation prior to the deadline in the ADEQ Consent Order." Far West states

15 its next priority was solving a system wide odor problem, which resulted in the Company injecting

16 dioxide chemicals throughout the system and installing carbon filters

According to the Company, Coriolis found that Far West had many more issues besides the

18 Del Oro Treatment Plant, including issues facing the water division." After addressing the

19 deficiencies at the Del Ore Plant and the odor problems, the Company states it then proceeded to

20

21

22

23

address longer-term goals of designing a water and water system, which would allow the Company to

"get ahead of the curve and get this in a more management position Because the Company did

not have proper plant inventories or maps of its systems, and had a hard time locating facilities for

repair and maintenance and keeping track of customers, Coriolis recommended that Far West engage

Ex A-17, Wastewater flows ate
Ex RCUO -1, Finance Application Docket No. WS-03478A-07-0442, Ex 3, ADEQ Consent Order
Ex R- 1 . attachment 3
Far West Closing Brief at 5 and 6
Far West Closing Brief at 6, Tr. at 660-670
Tr. at 355-56: 670
Far West Closing Brief at 6, TI. at 660-670
Far West Closing Brief at 6, Tr. at 660-61
Tr. at 688

DECISION no. 71447
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6

7

l in a mapping prob act and purchase new billing software

According to Far West, Coriolis determined that all of Far West's wastewater plants, except

the Marwood plant, required major modifications. The engineers opined that Far West bad too many

treatment plants for the size of its service area. Far West claims that the hodgepodge of treatment

plants was the result of the rapid development, with individual developers building the plant capacity

that they needed for their individual developments and then contributing the plant to Far West." In

addition, the treatment systems were not working properly and could not easily be made to work

8 properly. 17 Problems with the wastewater treatment plants included inadequate aeration in die tanks

9 and inadequate mechanisms for handling sludge and removing effluent. As a result, Far West's

10 treatment plants were not meeting the applicable nitrogen requirements and were sometimes

11 exceeding turbidity and fecal coliform limits

Coriolis designed a sewer renovation project which involves expanding the Section 14 plant

13 from a capacity of 150,000 god to 1.3 million gpd,w closing the Palm Shadows plant and diverting

14 the flows that had been going to Palm Shadows to Section 14 for treatment. Eu The Palm Shadows

15 plant would be decommissioned and converted to a lift station." The Del Oro plant would be

16 expanded from a capacity of 300,000 gpdzz to 495,000 god, and the Villa Del Rey and Villa Royale

17 flows would be diverted to the new Del Oro plant, and the Villa Del Rey and Villa Royale plants

18 would be closed." The temporary plant currently installed at Del Oro would be moved to the

19 Seasons plant, which would expand that capacity from 70,000 god to 150,000 god." In addition

20 some of the flows currently treated at the Marwood plant would also be diverted to the Section 14

21 Plant

22 In July 2006, the Company obtained the first of two bridge anticipation notes ("BANs"). The

24
Tr. at 683-84
Tr. at 673
Tr. at 664
Tr, at 665
Phase X expands Section 14 to 681,000 god, and Phase II increases the capacity to 1.3 mgpd
Tr. at 729-730
Tr. at 776
Del. Oro is currently operating as a temporary plant with a capacity of 300,000 god
Ex A-19 at 2
Ex A-20
Tr. at 730

DECISION NO 71447
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1 erst BAN, was in the amount of $11.1 million, and was secured by the pledge of the shareholders

stock in Far West. The purpose of the first BAN was to allow Far West to begin funding the costs of

the system-wide improvements, including design and engineering costs

On October 25, 2006. Far West entered into a second Consent Order with ADEQ, which order

superseded the first. The new Consent Order required Far West to apply for new or amended aquifer

protection permits ("A.PPs") for the Del Ore, Seasons and Section 1.4 plants, as well as closure

permits for the Villa Royale, Villa Del Rey and Palm Shadows plants. The Company was required to

submit APP applications relating to these projects within 30 to 90 days. The Company net the

9 deadlines for these submissions

10 On December 31, 2006, Far West closed on a second BAN for $17.7 million, which was

11 secured by a pledge of the shareholders' stock. The purpose of the second BAN was to pay off the

12 first BAN and provide additional funds to cover the costs of the ongoing water and sewer system

13 renovation. Far West states that Coriolis' goal was to complete its work for Far West by February

14 2007.27 Far West's shareholders used the BANs to continue the procurement process and begin

15 construction. Far West determined that it would order plant prior to receiving ADEQ approval of the

16 APPs.28 The Company believed that they could start ordering equipment as long as it did not hook it

17 up until after it received the APP approvals from ADEQ

In the Second Consent Order, ADEQ directed Far West to cease all construction-related

19 activities, including procuring equipment until the APPs were issued." Far West states that it tried to

20 convince ADEQ to allow it to proceed at its own risk with construction activities, but ADEQ would

21 not agree." All construction and most procurement activities stopped until ADEQ issued the APPs

22 Far West states that it took ADEQ 18 months to issue all of the permits

23 During the period ADEQ had the APPs under review, Far West states that it undertook

24 activities that did not require ADEQ permits, such as preparing sites for the renovation projects and

5

6

7

8

Tr. at 799-821
Tr. at 734-35
Tr. Ar 478
Tr. at 478
Tr. at 477-78, 735-738
Tr. 477-78. 735-738
l̀ r. at 736
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4

preparing the long-range engineering study. Far West states that it also sought permanent financing

for the system improvements. The Company obtained a commitment for the issuance of Industrial

Development Authority ("IDA") bonds through the Yuma County IDA in the amount of S32.5

million." The prob ects included in the request included "the acquisition, construction and installation

5 of improvements to Far West's wastewater treatment plants and drinking water treatment system

The IDA financing required Commission approval and on July 26, 2007, Far West tiled a

7 Financing Application with the Commission." Far West concluded that under its existing rates it

8 might not be able to support a Financing Application with the Commission for the entire $32.5

9 million,36 and thus, reduced its IDA funding request to a little more than $25 million." The $25

10 million was intended to allow Far West to pay off an existing WIFA loan in the amount of $4.45

l l million (as required by the IDA bondholders), pay off the second BAN and construct the sewer

12 system upgrades once ADEQ approved the APPs. Far West's Financing Application sought

13 authority to "(l) issue evidence of indebtedness in an amount not to exceed $25,215,000 ... for the

14 purpose of constructing sewer system infrastructure improvement needed to ensure safe and reliable

15 utility service and comply with the two Consent Orders between the Company and the Arizona

16 Department of Environmental Quality ("ADEQ") and for the repayment and consolidation of certain

17 existing debt, which was incurred by the Company on a short-term basis for similar puiposes."'°  On

18 October30. 2007, in Decision No. 69950, the Commission authorized Far West to obtain the IDA

19 f inancing

20 The Company notes that in making its Financing Application with the Commission it stated

21 that a portion of the IDA funds would be used to repay and consolidate the outstanding debt, which

22 debt bad been used in part for water system improvements. The Company states that by the time the

23 IDA funds were taken down, the Company had already spent nearly $1 million to improve its water

24 system, and had committed to spend roughly $1.8 million on water system related improvements

Ex A-24. Tr. at 1040
Ex A-24: Tr. at 1037 and 1040
Docket NO. WS-03478A-_7-0442
Tr. at 1040-1045
Ex A-8 and Ex A-12
Ex R-1 at 1
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Far West states that it inadvertently omitted requesting audiority to finance improvements to the

water system as well as the sewer projects falling outside those improvements strictly necessary to

comply with the Consent Order, when it requested financing authority Nom the Commission. It

claims that the omission was its oversight, and that it never intended to act in a manner that was

5 contrary to Decision No.69950

Far West closed on the IDA bonds on or about December 13, 200'7.'*" The Company incurred

7 approximately $1 .3 million in costs and fees to obtain the IDA bonds, which were paid from the bond

8 proceeds. After paying off the S4.45 million WIFA loan, and the second BAN in the amount of

9 $17.7 million, $8.5 million remained from the IDA bond proceeds to hind the construction project

10 By mid-2007, the effluent ponds at the Palm Shadows plant had ceased to percolate, and the

l l CoMpany began to incur the costs at hauling effluent from the Palm Shadows treatment plant to die

12 City of Yuma facilities. Far West utilized its affiliate, H&S Developers, a real estate development

13 company, owned by the principals of Far West, to deliver the effluent from the Palm Shadows plant

14 to the City of Yuma for disposal at a monthly cost of approximately $45,000, including the costs paid

15 to the City. Far West states that by using H&S Developers, it was able to reduce its costs of hauling

16 this effluent

17

18

19

20

21

22

In August 2008, ADEQ issued the last of the APPs and other approvals necessary for Far

West to proceed with its wastewater treatment plant renovation project." At this time, Far West

began seeking bids for the project. Far West states that from the time it obtained the bonds and the

time when it was able to bid the project, prices had increased dramatically, including prices for

plastic and plastic piping, metals, electronics, and mechanical equipment, and the dollar had also lost

significant strength against the Canadian dollar, which increased the cost of the membranes." Far

23 West asserts that additional costs resulted from requirements imposed in the ADEQ permits

24 including the construction of vamoose we11s.""4 Far West has identified total "cost ovemins" over its

Tr. at 1035-38, 1041; Far West Closing Brief at 12, 81 66
Ex. A-12
Tr. at 984-85
Far West Closing Brief at 13; Tr. at 92, 97, 736
Tr. at 738-39
Tr. at 526-27. Vadose wells are used to recharge effluent into the aquifer. See Tr. at 725-26

26
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1 ort Gina] estimates of approximately 34.5 million

Far West states that when it became aware of the amount of increased costs associated with

the sewer improvement project, it tried to find additional funds to complete the project."" M I

Capestro testified that by September 2008, the Company had a loan commitment from Wells Fargo

Bank for an additional $5 mi.llion.47 in late September 2008, however, ADEQ announced that it was

6 tiling a lawsuit against Far West for past violations and in October 2008, it was generally apparent

7 that the national baNting system was in trouble. Mr. Capestro destiNed that as a result of these two

8 events, Wells Fargo withdrew its loan co1nmitment.48 Mr. Capestro claims Far West continued to

9 seek additional funding by means of loans to the Company or its shareholder, but these efforts were

10 unsuccessful." In the meantime, the Company states it was incurring costs for equipment and

l l construction and was rapidly depleting the remaining funds available from the IDA financing

Far West estimates that it requires additional funds for the materials and labor necessary to

13 ' complete the various plant prob eats as set forth below

Required to
Complete

Section 14 Phase 1 to 681,000 god $224,416

Total

$2,540,4 IN

786.213

96_459

Del Ore Phase 1 to 300,000 god
Seasons
(not including electrical and mechanical
no contract at this time)

Open Invoices

$2,416,002

786.213

16.724 79.735

Palm Shadows

Del Rey and Royale 74.236

$523 735

277.342

74.236

$3.874,668Total 33.350933

Section 14 Phase II to 1,300,000 god

Del Oro Phase H to 495,000 god

$330,000

418.928

$330,000

418.928

Tr. at 61.6, Ex R-28
Par West Closing Brief at 14
Tr. at 313, 489, 528
Tr. at 489
Tr. at 311-13. 567-69, 618
Ex A-11
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Total $748,928

$1,272,663

$748,928

$4.623.596Grand Total $3.350,933

6

7

8

10

11

12

13

14

15

16

17

18

19

4 Far West's Position

The Company requests a $2,161,788 revenue increase, which is a 101.95 percent increase

over adjusted sewer division Test Year 2007 revenues. The Company states that its requested

increase is premised on generating sufficient operating revenue to service the IDA debt and allow Far

West to achieve zero Operating Income for its sewer division

Far West provided schedules which indicated that as of Apiil 2009, it owed more than $3.3

million to vendors for equipment and construction of plant associated with the wastewater treatment

renovations it states are necessary to comply with the Consent Order." In addition, the Company

claims it will need an additional $1.27 million to complete the renovation project

Far West provided evidence that by December 2008, when it filed its emergency request, it

owed vendors nearly $2 million, and claimed that it was struggling to keep up with its operating

expenses. At the hearing, Mr. Capestro testified it owes the Yuma Mesa Irrigation District ("YMID")

$100,000 for purchased water, and $318,281 to Yuma County for property taxes." The Company

states that it has a projected cash flow shortage in excess of $6.4 million for 2009." The Company

argues that because it can no longer pay its debts as they come due in the ordinary course of business

Far West is insolvent

Far West asserts that it cannot complete the sewer renovations necessary to comply with the

21 Consent Order. The Company claims that project vendors, who are owned significant sums for

22 equipment already delivered, will not finish installation and start-up of the plant until they are paid

20

23

24

Mr. Capestro testified that the shareholders infused $400,000 in capital to pay critical expenses, but

claims to have depleted the shareholders' personal resources, and although they are willing to pledge

Ex A-2. Bourassa Direct at 4

Ex A~11
Ex. A- 1, Capestro Rebuttal at 3~7, Ex. A-5

Tr. at 122. 983, 898, 1132-33, 1231-33
Ex A-1 at 4, Tr. at 99
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7

8

9

10

12

13

stock or make personal guaranties, they have not been able to raise either equity or debt in sufficient

sums to complete the project

Currently, Far West states that its wastewater system does not meet regulatory requirements

4 and as a result its ability to maintain safe and reliable sewer service is in doubt." Far West feels in

limbo, unable to complete the project, while continuing to spend $45,000 to transport the effluent

from the Palm Shadows plant to the City of Yuma for disposal. The Company also asserts that its

inability to address needed water system improvements is problematic, and it is unknown how long

water system improvements can be deferred without service problems" The Company believes that

if creditors force it into bankruptcy, the situation will worsen precipitously. The Company argues the

constant threat of service interruptions is sufficient to warrant emergency relief

Far West's proposal would have the interim rates effective until the Commission issues a

decision in the Company's permanent rate case, and in the event the permanent rate ease established

rates that are less than the interim rates, the difference would be subject to refund with appropriate

14 interest.° Far West claims its requested interim rate increase is intended to provide funds to pay the

15 monthly debt service on the IDA bonds and achieve a 0.0 percent operating margin. The Company

16 states that monthly debt service plus reserve payments on the IDA loans is $201,096.6l, and at this

17 time. the debt service amounts are not included in the Company's sewer rates. Far West argues that

18 an interim rate increase equivalent to the debt service requirement would immediately free up that

19 amount of funds which would be used to complete the treatment plant renovations.° ' In addition, the

20 Company believes that the additional revenue stream would allow Far West to work out payment

21 plans with vendors that want their bills paid before they will start-up the new plant." The Company

22 believes also that the additional revenue stream will give lenders comfort that Far West can make

23

24

payments on a loan for the amount needed to finish the treatment plant renovations and comply with

the Consent Order. Once the plant is in service, the Company states it will be able to obtain

Tr, at 570; 641~42
Far West Closing Brief at 18
Far West Closing Brief at 18
Far West Closing Brief at 18
Tr. at 566. 635, 983
I`r. at 540-541, 569, 887, 934
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10

1 permanent rate relief and Mani a return on its investment

Far West argues that its requested relief is authorized under Arizona law and within the scope

of the Commission's regulatory authority. The Company argues that pursuant to Attorney General

Opinion 71-17, interim rates may be authorized "as an emergency measure when sudden change

brings hardship to a company, when the company is insolvent, or when the condition of the company

is such that its ability to maintain service pending a formal rate determination is in serious doubt

Far West asserts that while Attorney General Opinions are not binding, the Arizona Court of Appeals

has cited wide approval and followed this opinion." Far West also argues the Commission may grant

interim rates, when the Commission is unable to grant permanent rate relief within a reasonable

time

11

12

13

Far West argues that RUCO's argument that capital investments are a shareholder

responsibility is an over-simplification. Far West asserts that Far West cannot pay its day-to-day

operating expenses due in large pan to the debt service on the IDA bonds, on which it has been

14

15

16

17

18

19

22

23

making monthly payments in excess of $200,000 for more than 18 months. Far West argues there is

nothing wrong with the Commission issuing interim rate relief to help a utility complete a major

construction project, citing Decision No. 61833 in which the Commission granted interim relief to

Far West to secure financing tor a water treatment plant, and Decision No. 53909 (January 30, 1984)

that granted APS emergency rates "because severe cash flow restraints associated with extensive

construction prob acts

Far West claims that it agrees that the Company-wide cash flow should be considered, and

that on a company-wide basis, its cash flow analysis shows that the Company will have a $6 million

shortfall in 2009.67 The Company states it has presented evidence that due to the problems of its

sewer division, it cannot make critical improvements to its water infrastructure nor pay the full

ZN amount due for purchased water, or pay its company~wide property taxes Far West thinks that

Op. Att'y Gen. 71-17, at 50
RUCO v. A112 Carp. Comm 72, 199 Ariz. 588, 591, 20 P.3d 1169, 1172 (App. 2001);Scares v. Ariz Corp. Comm 'n, 118

Ariz. 531, 535, 578 P-2d 612, 616 (App. 1978)
op. Att'y Gen. 71-17 at 50
Ex S-3, Tr. at 1115
Far West Reply Brief at 6

20

21
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Staff and RUCO are distorting the severity of the company-wide crisis by focusing on the success of

the water division. The Company states that on a stand-alone basis, the water division lowered the

2009 operating losses from nearly $3 million in the sewer division to under $1 million on a company

wide basis. Without the water division, Far West states it could not operate, nor could it have

borrowed the money to make the improvements to the sewer division

The Company does not disagree that using a TIER or DSC analysis was appropriate to

7 evaluate the financing application." Far West argues, however, that it is also appropriate to consider

8 other ways to evaluate the financial condition of the business in the context of its application for

9 emergency relief. The Company argues that it cannot pay its bills as they come due and for the

10 purposes of determining its solvency, whether the expenses are "above the line" or "below the line" is

l l irrelevant because either way, Far West must pay these expenses." Far West believes that Staff and

12 RUCO place too heavy a reliance on the 2006 financial data used in the financing application and are

1.3 ignoring current financial data that show a severe financial crisis. The Company refutes RUCO's

14 claim that the ratios indicate that the Company's financial position has improved according to the

15

16

17

18

19

20

21

22

23

24

25

financial ratios. Far West asserts that RUCO ignores the rate increase granted i n 2007, and that since

2006, the Company has cut back on top management and other expenses in its control in an attempt

to conserve cash.72 Far West asserts that these cut-backs are not sustainable over time as its ability to

maintain safe and reliable service will suffer. Far West argues the mere improvement in the TIER and

DSC does not mean the Company is in better financial condition as the Company has provided

evidence that the financial metrics mask the real cash flow problems that currently exist. Far West

notes that in 2007, when the financing was approved, the Company was not late in paying its property

taxes, or its water provider for Colorado River water or in paying refunds under its main extension

agreements, and was not paying over $40,000 a month to dispose of effluent from its Palm Shadows

facility, nor did it owe vendors more than $3 million

In response to RUCO's claims of mismanagement and miss-spent funds, the Company argues

26

Ex A-3, Bourassa Rebuttal at 11-12; Tr. at 894, 972
Far West Reply Brief at 7
Far West Reply Brief at 8
Tr. at 537; Far West Reply Brief at 8-9
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that RUCO can criticize die Company's decisions only with the benefit of hindsight, and that such

claims do not provide a basis to deny the interim relief /J Far West argues that the time to determine

fault for the current financial crisis is during the prudence review in the Company's general rate case

but that the focus in the current proceeding is to determine if there is an emergency and whether

emergency rates are warranted

Far West claims Staffs remedy of obtaining an equity infusion is unrealistic, as the current

shareholders do not have any more capital to invest and securing a private equity placement is highly

unlikely given the Company's financial condition, that it has never paid dividends to shareholders

9 and reaching a positive return on investment is likely several years away

10 Finally, Far West argues the interim relief is not inequitable to ratepayers. It claims that it is

l l simply asking that ratepayers start providing revenue to pay debt service on plant that the Company

12 had to build in order to provide service to its customers." The Company claims it will not earn a

13 return as a result of the relief sought.76Absent the emergency relief the Company argues the

16

17

14 ratepayers are in the same sinking boat as the shareholders. Moreover, the Company states the

15 interim rates are subj act to refund so that ratepayers are fully protected when permanent rates become

effective, which it argues makes the emergency rate relief far more equitable than the alternatives

18

including bankruptcy relief

The Company seeks interim revenue of $2,161,788, an increase of 101.95 percent over 2007

Uusted test year revenues. The Compan.y's current and proposed interim rates are set forth below

CllIll'6l1t

$21 .75

Increase % Increase

$23.78Residential

RV Park, perspace

Commercial

Effluent (per acre foot) 325.85 325.85

Far West Reply Brief at 12-14
Far West Reply Brief at 16
Tr. at 535
Tr. at 535-36, 612, Emergency App at 2, Bourassa Direct at 1-4

Proposed

$45.54
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1 Under these proposed rates, residential customers would see a monthly increase of $23.84, or 109.6

2

3

percent over current rates

RUCO's Position

First, RUCO argued that Far West's Application for Interim Rates is legally deficient on its

face because the Company did not assert in its application that it was insolvent. RUCO noted that in

the Emergency Application the Company asserted that an immediate increase in revenue was

7 necessary to ensure that the Company did not become insolvent and unable to continue providing

8 utility services to its customers. RUCO argued that the Company is entitled to receive interim rate

9 relief when it can demonstrate that 1) an emergency exists, 2) a bond is posted guaranteeing refund if

10 interim rates are higher than final rates determined by the Commission, and 3) the Commission

11 undertakes to determine final rates otter making a finding of fair value. However, RUCO argued that

12 because the Company did not argue that it was currently insolvent, unable to provide sen/ice, or

13 Suffered from a sudden change resulting in hardship, its application was insufficient to grant relief

14 and interim rates should be denied

i5 Furthermore, RUCO argues the evidence presented in this proceeding shows that the

16 Company is not insolvent. RUCO believes that the Company's ability to meet debt service and

17 operating expenses should be evaluated on a company-wide basis, and not determined based on the

18 operating results of the sewer division alone. RUCO argues dirt because the Company applied for

19 the IDA bonds on a total company basis, the cash flows of both the water and sewer divisions should

20 be available to satisfy the debt service. RUCO notes that the Company used $6.3 million of the IDA

5

6

21

22

23

24

bonds to pay off a WIFA loan in the amount of $4.4 million and for water infrastructure projects

unrelated to the ADEQ Consent Orders in the amount of $1.9 million." RUC() asserts that because

the water division received $68 million from the proceeds of the IDA bonds, its cash Hows should be

included in the detennination of the Company's ability to meet debt sen/ice

In addition, RUCO argues that the Company has sufficient cash flow to meet its operational

26 expenses and its debt service and is not insolvent. RUCO calculated that Far West had free cash flow

25

Ex A-2 at 7-8
RUCO Initial Closing Brick ate
Ex R-3 I , Tr. at 1074-1076
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1 of $674,756 in 2007 and $939,066 in 2008, after annual interest and principal payrnents.° " RUCO

2 asserts that when its witness, Mr. Rigsby, calculated the Company's cash flow, he included the

3 payment of $326,702 in property taxes and $1,925,000 for principal and interest pay1nents.° ' The

4 Company claims that it is unable to pay $100,000 to the YMID for 2,500 acre feet of water. ° ' RUCO

5 states the Company has aclaiowledged that the additional 2,500 acre feet are not used." RUCO

6 asserts that this additional water is not used and usetitl and thus, the unpaid bill should not be

'7 considered in detennining the Company's cash flow needs. RUCO claims that if the Company had

8 prioritized operational expenses and debt service, it would not be facing shortfalls. According to

9 RUCO, "poor planning on the part of Far West's management team does not constitute an emergency

10 necessitating approval of the Company's request for a 101 percent increase in rates from

11 ratepayers

12 Furthermore, RUCO questions why if cash flow is so tight, the Company's affiliates are not

13 paying for amounts owing to Far West. According to RUCO, Far West's affiliate, H858 Developers

14 owns three golf courses, which as of February 2009, owed $253,172 for water." Although Mr

15 Capestro testified that the unpaid golf course bills are setoff by work H & S Developers does for Far

16 West. RUCO believes the financial statements refute that claim. According to RUCO, if Far West

17 had applied a set off as suggested, H&S Developer's unpaid golf course bills would not be recorded

18 as a Far West account receivable

19 RUCO claims that the DSC and TIER are the appropriate means to evaluate the Company's

20 ability to meet operating expenses and debt service, RUCO states that when it approved Far West's

21 application to borrow $25 million in IDA bonds, the Commission relied on TIER and DSC ratios to

22 determine if the Company could meet its debt service requirements. RUCO asserts the DSC and

23 TIER ratios from 2007 and 2008 indicate that Far West has the ability to cover its IDA bonds debt

24 obligations. RUCO's witness testified that when Far West submitted its financing application, its pro

RUCO Initial Closing Brief at 6
Ex R-2: WAR~ 1
Tr. At 486
l d
RUCO Reply Brief at 7
Tr. Al 164-171
RUCO Reply Brief at 8
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1 Ronna DSC was 1.15 and its TTER was 0.50. RUCO calculated that on a consolidated basis, the

2 Company had a DSC of 1.35 and TIERof0.77 in 2007 and DSC of 1.49 and TEIR of0.89 in 2008

RUCO argues that using liquidity ratios, as contained in the Company's testimony, to analyze

4 the Company's cash flows are not appropriate because they are based on the balance sheet which

5 includes non-utility related liabilities and assets such as fines, restitutions and penalties. RUCO

6 argues that regardless of which ratios are used, however, the ratios indicate that the Company has an

7 improved financial condition since the finance application in 2007

RUCO argues that the Company's cash flow analysis is flawed. First, RUCO argues that the

9 Commission should not consider extraordinary expenses result ing f rom the Company's

10 mismanagement. RUCO notes that Mr. Bourassa, the Colnpany's witness, testified that on a total

I I Company basis in 2008, Far West lost $972,000 and had a positive cash flow of only $13,058

12 RU CO's witness, Mr. Rigsby, testified that the Company had free cash flow of $674,756 in 2007 and

13 $939,066 in 2008, after annual interest and principal payments." RUCO states that the major

14 difference between Mr. Bourassa and Mr. Rigsby is the treatment of extraordinary expenses. RUCO

15 notes that typically, these expenses are "below die line" expenses and not collected from ratepayers

16 The bulk of the extraordinary expenses are attributable to hauling effluent from the Palm Shadows

17 plant to the City of Yuma facilities. In 2007 and 2008, the Company spent $347,446 and $501,363

18 respectively, to collect and haul the effluent.91 The Company spent $130,398 and $132,107 for legal

19 fees in 2007 and 2008, respectively, associated with the defense of the Company's former president

20 who was prosecuted in connection with the death of Company employees who were overcome by

21 gasses in a confined space due to inadequate training and supervision." RUCO asserts that the

22 construction of percolation ponds on non-percolating soils which has led to the expense of hauling

23 effluent from the Palm Shadows plant or the poor management that led to the death of an employee

24 should not become the burden of ratepayers. RUC() believes these expenses result thorn the

Ex R~3 at 15. Schedule WAR- t
Fr. at 1059. RUCO Initial Closing Brief at 6-7

Ex R-3 at 15. WAR-1; RUCO notes that Staff' witness, Gerald Becker, estimated the Company's free cash How for
2009 as $781,792

Ex R-18 and Ex R-19
Ex A-3. Exhibit 1
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2

3

1 mismanagement and negligence of Far West management. RUCO presented evidence that Far West

hired the engineer that designed the Palm Shadows plant and that Far West applied for the permits for

that plant, and furthermore, that the developer of the area, Palm Shadows Partnership, was related to

4 Far West, in that Mr, Brent Wiedman, who was president of Far West at the time, was a director of H

8: S Developers and also a partner in Palm Shadows Partnership." RUCO argues that the

shareholders' inability or unwillingness to cover extraordinary expenses does not render the

Company insolvent

Even though RUCO believes the extraordinary expenses should not be considered to

9 determine if Far Wet has sufficient cash flow, Mr. Rigsby calculated the 2008 cash flow including the

10 effluent disposal expense of $501,363 and excluding the below the line interest income. RUCO

11 determined that after factoring in these expenses, the 2008 financial statements produce a DSC of

12 1.23 and TIER of 0.58. RUCO states these ratios are higher than those the Commission relied on in

13 Decision No. 69950 when it approved the IDA financing. Thus, RUCO asserts, regardless of whether

14 the extraordinary expenses are considered. or not, the Company has more cash flow available new

15 than it did in 2007

16 RUCO also argues that complying with the ADEQ Consent Order does not constitute an

17 emergency. RUCO asserts that capital investment is the responsibility of shareholders and should not

18 be used as a basis for determining interim rates." RUCO notes the Company spent $3.7 million on

19 non-ADEQ required sewer and water projects,96 and that this amount is roughly equal to the amount

20 the Company owes in accounts payable. RUCO believes that the Company misspent the binds, and

21. had it not, it would have sufficient funds available to complete the remaining work. RUCO notes that

22 when the Commission approved the TDA financing, it authorized the indebtedness for three specific

23 purposes: 1) sewer system improvements necessary to comply with ADEQ Consent Orders, 2) to

24 retire a 1999 WIFA loan, and 3) to retire other short term debt incurred in December 2006 to

25 undertake emergency sewer plant upgrades and improvements necessary to comply with the

5

6

7

RUCO Reply Brief at 5
RUCO Initial Closing Brief ate
RUCO Initial Closing Brief at 10
RUCO Initial Closing Brief at 11
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1 requirements imposed by ADEQI9./ RUCO believes the Commission should deny the request and is

2 adamant that ratepayers should not be required to pay a 101 percent increase in interim rates to

3 subsidize the shareholders' poor decision-rnaldng

RUCO disputes an implication in the Colnpany's testimony that the capital budget shortfalls

5 were due to increased construction costs, when in RUCO's view, the Company's problems result

6 primarily from its failure to abide by Decision No. 69950. RUCO notes that the Company used

7 51,883,593 of the IDA bond proceeds to fund water-related prob eats (including Design and

8 Construction of the am Street Water Main Project) which were not priorities authorized by the

9 Commission's order.98 RUCO notes as well that the Company spent $357,059 on software programs

10 for asset management and mapping, billing and fuel dispensing, and $379,487 on a Fortuna Road

l l improvement project which was not an ADEQ mandated project." By using these funds on "non

12 priority" projects,RUCO states the Company did not have these funds for the ADEQ sewer projects

RUCO also believes that shareholder greed contributed to the Compally's difficulties. RUCO

14 argues that the Company designed the Section 14 plant to a capacity of 2.0 million gallons per day

15 ("mgpd"), and built it to a capacity of 1.3 mgpd RUCO asserts the Company spent $420,000 to

16 engineer the expansion of the Section 14 plant from 1.3 mgpd to 2.0 mgpd.""' RUCO notes that

17 ADEQ did not mandate that the Section 14 plant be built at a 1.3 mgpd capacity, but accepted the

18 Conlpany's offer to build at that capacity.10' RUCO believes that under ADEQ rules, the design flow

19 of the plant only needs to cover current flows and any previously granted "capacity assurances 41102

20 According to RUCO, the evidence shows that the combined flows of the Palm Shadows and Section

21 14 plants are 274,000 god, which begs the question why the Company would design the new plant to

22 1.3 ingrid. RUCO asserts that the Company designed the new Section 14 plant to accommodate

23 future development, and that Far West affiliates own many of the future real estate developments in

24 the area RUCO also questions why Far West drew on IDA loan funds between August 19, 2008

25

26

27

28

Decision No. 69950 at 2; Ex R» 1 (Financing Application in Docket No. WS-03478A -07-0442)
Ex A-8 at 7
Tr. at 773-74
Tr. at 51344

'0' Tr. at 446447
RUCO Reply Brief at 13-14

103 RUCO Reply Brief at 14
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1 and September 8, 2008, after the Company learned that there would be a capital budget short-fall, to

2 expand the Section 14 plant from 671,000 god to 2.0 million god, The Company spent $200,000 to

3 purchase land from an affiliate to construct vamoose recharge wells. RUCO notes they also drew on

4 LDA loan funds for this purpose in October 2008, after the Company supposedly learned of the

5 capital budget shortfalls

RUCO alleges that although the ADEQ Consent Order mandated little change to the

7 Marwood plant, the Company made significant expenditures to redirect Marwood flows to Section 14

8 in order to free capacity at Marwood to accommodate new development by the shareholders in the

9 Marwood service area RUCO notes the Company used $607,381 of the IDA funds to develop the

10 Paula Street Lift Station to redirect flows from Marwood to Section 14

l l RUCO notes further that prior to the ADEQ Consent Order, the Del Oro plant had a design

12 flow of 300,000 god. Pursuant to the Consent Order, the Del Oro plant had to absorb 40,000 god

13 redirected flows from the Del Rey and Villa Royale plants. According to the Company, the total

14 average monthly How at Del Oro under its new permit is 127,500 god, and yet, RUCO argues the

15 Company redesigned Del Oro for a flow of 495,00 gpd.'06 The addidonal flow capacity will allow

16 the addition of 1,780 new residences.w7 RUCO argues the costs for future expansion should fall on

17 the subdivision developers, and not on current ratepayers

18 RUCO asserts that the Far West shareholders have put their own interests above that of

19 ratepayers. RUCO states that at the same time it encountered capital budget overruns and owes $3.4

20 million 011 accounts payable to project vendors, it made large payments to H & S Developers and its

21 shareholders. According to RUCO, in 2007 Far West paid affiliates $1,462,684, and $920,651 in

22 2008 for accounts payable and a long-term loan owed to shareholders

Finally, RUCO argues there is no precedent established by Decision No. 61833, in which the

24 Commission authorized interim rates to allow the Company to borrow fiends to build. a water

25 treatment plant, or Decision No. 70667, in which the Commission granted APS interim rates to

RUCO Reply Brief at 16

28

Ex R-21 at 16
Ex R-12

nos RUCO Reply Bnlef at 18; Ex A-18; Tr. at 1189
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ensure its access to capital funds to develop renewable resources, that would compel approving

interim rates in this case. RUCO argues the Commission decides each case on the record before it

Staffs Position

Staff argues that although the Company provided financial statements that indicate the

Company/'s sewer division had a loss of $2,161,788 in 2007, the Commission should look at the

combined water and sewer results to determine whether there is an emergency. Staff asserts that a

negative net income does not necessarily represent an emergency because non-cash expenses are

8 considered in calculating net income

Staff does not believe that the circumstances of this case "demonstrate the existence of an

10 emergency, either current or pending, which would justify the requested relief.""" Staff states that in

11 2007 when the Company sought authority to borrow the $25 million, Staffs analysis indicated that

12 with the additional debt, the Company would have a TIER of 0.50 and a DSC of 1.15. Staff asserts

13 that based on its analysis in the 2007 financing docket, Far West has the ability to remain financially

14 viable until the Commission is able to conclude a permanent rate case. Staff believes it is

15 inappropriate to view the financial health of only a single division of the company when detennining

16 the Company's overall financial health. Staff notes that whether Staff agrees or not that it was proper

17 to use part of the $25 million in borrowed funds for water system improvements, there is little doubt

18 - that the funds were used for the benefit of both systems

19 Staff argues that the only solution to the Company's current dilemma is for Far .West to obtain

capital infusion to finance the remaining projects."°  Staff notes that Far West currently only has

21

22

23

24

approximately 7 percent equity in its capital structure. Staff believes that it is the Company's

inadequate capitalization that has contributed to its current financial difficulties. Staff notes the

Company has testified that it has been unable to find another lender because potential new lenders are

unwilling to accept a second position in the Colnpany's assets. In Staffs view, given the value of the

25 Company's assets and the amount of debt they already secure, there is no equity remaining to provide

26 security to a new Iender,1" and that even if the Commission were to authorize added revenue

28

Staff Closing Brief at 5
Staff Closing Brief at 9

Ru Staff Closing Brief at s

DECISION NO
71447



DOCKET NO. WS-03478A~08-0608

l

2

3

4

5

6

streams, it is highly unlikely that any bank will lend more money to the Company based on the

financial statements presented at the hearing. Staff believes that if the Company's assertions are

accurate, it cannot afford more debt. Staff argues that granting the requested relief would only

increase the financial risk, and the Commission should act now to stop the Company from incuring

additional debt. Staff believes it is patently unfair to ratepayers to treat them as guarantors of the

Company, by bailing out the shareholders from the financial mess they have created

Moreover, Staff argues that the Company should not come to the Commission seeking

assistance to complete the wastewater improvement projects, at the expense of ratepayers, when it

admitted that it used iiunds from the IDA funding on projects not related to the ADEQ Consent Order

Staff alleges that the Company has placed its own needs above those of the ratepayers. Staff notes

that while it has funding needs of $4,623,566 (for past due invoices and necessary to complete the

project), it paid H&S Developers $330,000, to pay back an advance so that Far West could hire

Coriolis, and that in 2008, Far West paid off $920,000 in accounts payable and $571,244 for loan re

payment to affiliated companies In 2008. Staff notes that accounts receivable from H8cS

Developers increased by approximately S200,000, that is, it did not collected these funds from H&S

Thus, Staff calculates that of approximately $1.7 million of cash, that could have been used to

8

9

10

11

12

13

14

15

16

17 comply with the Consent Order, paid to H & S Developers

Staff argues that Far West could accumulate the sums necessary to make die initial $400,000

19 down payment to the GE/Zenon that the Company believes would be sufficient to complete the

20 project, from operational savings Staff believes that the Company would not have had its cash

21 flow difficulties if it had not had to expend approximately S500,000 a year in sludge removal from

22 the Palm Shadows plant. Staff believes it ironic that had GE/Zenon been paid and the Palm

23 Shadow's plant been completed, Far West would have avoided the costs of hauling the effluent

Staff states that the Company's current financial stress is the direct result of mismanagement

25 of the IDA bond funds, and that had the Company limited its projects to those associated with the

28

Fr. at 561
Staff Reply Brief at 3

114 Staff Reply Brief at 4
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l ADEQ Consent Order, then the current situation would not have arisen

Although Staff does not believe the Far West situation i.s an emergency warranting intent

rate relief in the event the Commission found an emergency, Staffs analysis shows that instead of

4 the Company's proposed increase of $2,l61,788, an increase of $972,l50, or 46.3 percent, would

5 provide the Company with a projected. net income of zero.l"0 Staff states that with a net income of

6 zero and non-cash expenses of $l,423,338, Far West would have adequate funds available for

q
2

8

7 . unexpected events/contingencies

Staffs alterative rates are set for below

9

10

Current Proposed

$21.75 $31.23

Increase % Il1CI'€8Sw8

142.07

14

15

16

17

18

Residential

RV Park, per space

Commercial

Effluent (per acre foot) 325.85 467.92

If the Commission finds interim rates to be warranted., Staff Arther recommends that: the

Company maintain records that show the revenue generated each month by the interim rates

authorized herein be segregated from all other revenue, that the rates be subject to refund plus

interest; that the interim rate be subject to refined pending the Decision resulting from the 2008 Rate

Case that has been filed but is presently suspended, that the Company post a bond or letter of credit

19 with the Commission in the amount of $300,000, prior to implementing the emergency rate increase

20 authorized in this proceeding,"8 the Company be directed to tile, within 30 days of the Decision, a

21 revised rate schedule reflecting the interim rate increase with Docket Control, as a compliance item in

22 this docket, and that the Company notify its customers of the revised rates, and their effective date, in

23 a font acceptable to Staff, by means of an insertion in the Company° s next regularly scheduled

24 billing

25

26

27

Staff Reply Brief at 4
Ex S-1 at 4
Id.
Staffstates that this amount is approximately 30 percent et the annual rate increase being approved, and Staff

estimates that if approved, the interim rates would be 'm effect for approximately 12 months
Ex S-I at 5
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Analysis and Resolution

The Company operates seven wastewater plants, all of which had deficiencies" ADEQ

3 entered into two Consent Orders with the Company in 2006, and. directed Far West to bring all seven

4 of its wastewater treatment plants into full compliance with ADEQ regulations. To achieve

5 compliance, Far West determined to undertake extensive improvements to its wastewater system

6 Because the Company did not have sufficient funds to make the improvements without additional

7 capital, die Company applied for authority to borrow $25,215,000 The Commission authorized the

8 1 Company to borrow the funds for the purpose of completing the sewer system improvements

9 necessary to comply with the ADEQ Consent Orders, to retire an existing WIFA loan in the amount

i0 of $4,686,466, to retire short-term debt incurred in December 2006 which was used to undertake

l l emergency sewer plant upgrades and improvements necessary to comply with the ADEQ Consent

12 Orders, to establish a $0.9 million debt service reserve Mnd, and pay $1.3 million in issuance

13 costs

l. 4 In December 2008, when it tiled this emergency application, the Company asserted that it had

15 essentially depleted the proceeds of the IDA loans, but that none of the projects had been completed

16 The Company estimates that an additional S4.6 million is needed to complete the improvements

17 Although aspects of the project are close to completion, to date, Far West has not been able to

18 -negotiate with vendors to complete the work necessary to bring the project on~iine. Far West

19 believes it can complete the project if it can make a down payment on the amounts owed and show

20 vendors an improved cash flow

21 As part of its ratemaking authority, the Commission has the power to authorize interim rates

22 when (1) there is an emergency; (2) a bond is posted by the utility to guaranty a refund to customers

23 if the interim rates paid are higher than the final rates determined by the Commission; and (3) the

24 Commission sets final rates based on the fair value of the utility's property >nz3 An emergency exists

25 "when sudden charge brings hardship to a company, when the company is insolvent, or when the

28

S Engineering Report, Docket No. WS-0347/A-05~0801 (Financing Application)
Decision No. 69950 at 2-3 and 5
Ex A~l 1

123 Rico v. Acc, 20 pad 1169, 1173 (A1r>p.2001)
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1

2

condition of the company is such that its ability to maintain service pending a formal rate

determination is in serious doubt

The Company offers evidence that it is insolvent as it cannot pay its bills as they come due

4 and cannot complete the wastewater improvement plant that is necessary to comply with the ADEQ

5 Consent Order. The Company presented evidence that it owes $3,350,933 to vendors on the sewer

6 project and $318,281 to Yuma County and $100,000 to the YMID. Based on paying past due

7 payables of $3,400,000, it projects a deficit cash flow of $6.4 million in 2009

Despite the sums owed by the Company, neither Staff nor RUCO believe that Far West's

9 circumstances constitute an emergency warranting interim relief They assert that the Company's

10 financial statements and financial metrics indicate that the Company has sufficient cash flow to

l l continue operating until a permanent rate case can be completed. Both Staff and RUCO argue that

12 neither the extraordinary expenses associated with hauling the effluent from the Palm Shadows plant

13 nor die costs of completing the sewer renovation project should be factored into the cash flow

14 analysis. Staff and RUCO believe that the Company mismanaged the IDA bond funds by using them

15 on projects not required to comply with the Consent Order and has put the interests of shareholders

16 and affiliates over those of ratepayers and contractors. In addition, RUCO's investigation llas raised

17 serious questions about how much of the sewer renovation project was engaged in to serve existing

18 customer and commitments, and how much was to serve future growth

19 In 2008, on a Company-wide basis, Far West experienced operating income of $1,441,403

20 and a net loss of $809,863 on total income of $7,857,117.125 The water division had net income of

21 $1,766,803 and the sewer division had a net loss of $2,576,667 With non-cash expenses of

22 $l,423,338, the Company had a positive cash flow of 3613,475 in 2008. Th.e Company's inability to

23 pay its obligations is traceable to its large capital improvement project and past due payables are

24 overwhelmingly related to construction invoices. If not for the demands of the construction project

25 the Company would have had sufficient funds to pay its Property Taxes and the YMID. Far West's

26 cash flow from operations is adequate to meet its on-going operating expenses, including its debt

Att'y Gear Op. 71-17 at 13
Ex-A» 3, Exhibit 1

126 Id28
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9

Based on its current revenues and operating expenses, we agree with Staff and RUCO that

there does not appear to be an emergency as the Company has the financial ability to continue

providing service. However, the Company cannot complete the sewer renovation project and come

into compliance with the ADEQ Consent Orders without an infusion of capital. Attempts to find new

sources of debt or equity have been unsuccessful. Given the Company's high leverage and ongoing

disputes wide ADEQ, it would appear to be an unlikely candidate to receive additional.debt or equity

capital. Having depleted its options for additional debt and its ability to obtain additional capital

from the shareholders, Far West Tums to its ratepayers for a bailout

10 The Company claims that if ratepayers can provide an additional revenue stream of $2.1

11 million, it will be able to complete the sewer projects necessary to comply with the ADEQ Consent

14

15

12 Order. The additional requested revenue is not sufficient, however, to complete the projects in the

13 near term, as the Company estimates the project will cost $4.6 million to complete. The Company

suggests that the additional cash flow will allow it to obtain another loan, or at least convince its

16

17

18

contractors to complete the project in return for partial payments on the amounts already owed. The

Company has not submitted a loan commitment or agreement Boy its creditors, but merely the hope

that if it approaches its vendors with a better cash flow that the vendors will agree to perform

additional work for the Company. It is far from certain that the Company's plan would succeed

19 Based on the Company's performance to date in managing this project, we find little in the record

20 that would allow a conclusion that it is even more likely than not to succeed. We are ccncemed that

21

22

24

25

26

27

28

if the Commission approves the Company's request, ratepayers would end up paying more and still

not receive die benefit of a complete and working wastewater treatment plant or a viable company

Looking at the Company as a whole, and based on all of its activities, including its

construction project, the Company has not paid its obligations as they come due. Thus, expanding

the analysis beyond normal operations, the Company is insolvent, which is one of the conditions that

can support an application for interim rate relief For the reasons set forth below, however, we do not

find it in the public interest to grant the requested interim relief at this time. Although the Company

may be insolvent, the unpaid bills are overwhelmingly attributable to the construction project. The

DECISION no. 71447



DOCKET no. WS~03478A-08-0608

I

2

3

4

5

Company has a positive cash flow from operations. This is not a case of operating expenses having

iNcreased so much that the Company cannot continue to provide service pending a traditional rate

case. Neither is it a case of a sudden change that results in hardship. The Company's compliance

deficiencies have been an issue for years, and the fact that the final construction budget increased in

August 2008 after ADEQ approved the APPs was a foreseeable occurrence resulting from the delay

We are concerned, however, about the public safety implication of this Company continuing

7 to operate wastewater treatment plants with operational deficiencies. It is extraordinary to consider a

8 request to have ratepayers to pay up front to construct utility plant. In was extraordinary in 1999

9 'when we authorized interim rates in Decision No. 61833 for Far West to construct its water treatment

10 plant. The circumstances of that 1999 case are distinguishable from those here, as at that time, we

l l found a clear ratepayer benefit from allowing the Company to borrow the funds from WIFA to

12 complete the plant. That ratepayer benefit is not obvious in the current case

Current management has given us little comfort that with the funds they have requested, they

14 would be able to complete the project or use ratepayer funds to the benefit of the ratepayers

15 Company projections assume continued pay down of affiliate payables. The shareholders claim to

16 have exhausted their personal ability to contribute equity to Far West, but have not explained or

17 demonstrated whether the Colnpany's affiliates, including H & S Developers, could not and should

18 not act as a source of capital, Before we can authorize the implementation of the interim rates, we

19 would need the Company to provide proof, by means of audited financial statements, that neither the

20 shareholders nor affiliate companies are able to provide the additional capital that they are requesting

21 from ratepayers. In addition, we would need a plan that specifies the terms under which the

22 Company's contractors would agree to complete the project. That being said, the additional $2.1

23 million requested by the Company, which results in a greater than 100 percent increase for

24 ratepayers, is not reasonable. Although we reserve judgment on what, if  any interim rate increase

25 could ultimately be found in the public interest, we believe that Staffs recommended alternative

26 position, which results in an increase of approximately $972,000, is more reasonable and in~line with

27 prior Commission practice in analyzing interim requests

Although the Company was reluctant to prioritize the projects, we believe that certain projects
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are more critical than others and could be completed first. By prioritizing the project, the Company

may be able to complete the plant improvements without needing the entire $4.5 million at once. For

instance, the Phase I of Section 14 plant is critical because it will take the f lows from the

malfunctioning Palm Shadows plant. Phase II of the Section 14 and Del Oro upgrades account for

$1.2 million of the remaining $4.6 million, but it is not clear that these upgrades must be made

immediately. The Company must devise a more detailed plan for how it can bring these plants on

line with realistic and reasonable assumptions

8 Without additional information, we cannot find that interim relief is in the public interest

This proceeding has raised the issue of whether the current management is able to manage the

10 completion of the project. Consequently, we direct Staff to conduct an investigation and formulate a

11 recommendation to the Commission whether it is in the public interest to have an interim operator

12 appointed for the Company. One of the witnesses for the Company testified that he believed ADEQ

13 had lost trust in the Company and was consequently unwilling to allow the Company latitude in

14 commencing construction prior to the final approval of the APPs. Based upon the testimony and

15 evidence presented in this case, this Commission has lost confidence in the Colnpany's current

16 management's ability to complete the sewer construction project and operate the company to the

17 benefit of the ratepayers. The Company has engaged in many transactions with affiliates and there

18 has not been adequate investigation whether the sums paid were fair and arms length. An interim

19 manager, if one can be found, may be able to do much to restore the confidence of vendors and the

20 Company's regulators

9

21

22 Having considered the entire record herein and being fully advised in the premises, the

23 Commission Ends, concludes, and orders that

ZN FINDINGS OF FACT

On December 19, 2008, Far West f iled with the Commission an emergency

26

27

application for the immediate implementation of interim rates for sewer service, which rates would be

effective until a Decision has been issued on the Company's application for permanent rate increase

The Company tiled an application for permanent rates on August 29, 2008, in Docket

3

DECISION NO. 71447



DOCKET NO. WS-03478A-08-0608

1

2

No. WS-03478A-08-0454. By Procedural Order dated December 10, 2008, the permanent rate case

was set for hearing to commence on July 29, 2009

On January 18, 2009, Staff filed a Response to the emergency rate application. Staff

4 also filed a Motion to Suspend Time Clock in the petnnanent rate case

On January 20, 2009, Far West filed a "Motion to Consolidate, Combined Response to

Staffs Motion to Suspend Time and Request for S<:hedu1'u1g Order." Far West filed its Request in6

7 both the emergency and permanent rate case dockets

On January 21, 2009, RUCO filed in both dockets its "Response to Staffs Request to

9 Suspend the Time Clock and the Company's Response

10 On January 22, 2009, a Procedural Conference convened for the purpose of scheduling

11 the interim rate case. RUCO, already an

12 intervener in the permanent rate case, moved to intervene in the interim matter. Neither Far West nor

13 Staff objected, and RUCO was granted intervention in the interim case

By Procedural Order dated January 26, 2009, issued in Docket No. WS-03478A-08

15 0454, the proceedings in the permanent rate case were suspended pending the conclusion of the

Far West, Staff and RUCO appeared through counsel.

16 emergency case

17 8 By Procedural Orders dated January 26, 2009, and January 28, 2009, in the interim

18 rate docket, the hearing for the interim request was set to commence on April 6, 2009, at the

19 Commission's Mason offices, a schedule for pre-tiled testimony was established, the March S, 2009

20 public comment meeting in the permanent rate case in Yuma was expanded to include the interim

21 rate request, and Far West was directed to provide public notice of the interim proceeding

On March ll, 2009, Far West tiled a Notice of Filing Certification of Publication and

23 Proof of Mailing, indicating that notice was mailed to customers on February 17, 2009, and published

24 it the The Sun, a newspaper of general circulation in Yuma, Arizona, on February 19, 2009

10. On March 19, 2009, intervention was granted to Seth and Barbara Davis, residential

26 customers of the Company

27 l l The Commission received a great number of customer responses in opposition to both

28 the interim and permanent rate requests- In addition, on March 5, 2009, the Commission convened a
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Public Comment meeting in Yuma, at which many hundreds of people attended. In general

customers were shocked and angered about the size of the requested increase, expressed service

related concerns and were very suspicious, and sought investigation of the Company's transactions

with its shareholders and companies affiliated with its shareholders

12. On March 19, 2009, RUCO filed the Direct Testimony of William Rigsby, and on

6 March 24, 2009, Staff filed the Staff Report of Gerald Becker

l . On March 31, 2009, Far West filed the Rebuttal Testimony of Andrew Capestro and

8 Thomas Bourassa

14. The hearing commenced on April 6, 2009, and continued on April 7, 2009, May 12

1

2

3

4

10 14, 2009, and May 21, 2009

11 15

12 Reply Brief on July 2, 2009, and RUCO and Far West filed dieir Reply Briefs on July 9, 2009

16. Far West is located in Yuma County and provides water utility service to

14 approximately 15,000 customers and sewer utility service to approximately 7,300 of those customers

l'7. The Company is seeldng an emergency rate increase designed to produce additional

16 revenue of 82,161,788 on an annual basis. The Company claims its request would result in a zero

l'7 Operating Income. The requested increase would be a 101.95 percent increase over current sewer

18 division revenues

19 18 On March 10, 2006, ADEQ entered into a Consent Order with Far West wide respect

20 to the Del Oro treatment facility. In that Consent Order, Far West was required to make short

21. medium and long-term measures to address operational, maintenance, capacity and permitting

22 deficiencies associated with the Del Oro plant

23 19. In April 2006, alter the Del Oro Consent Order, Far West hired Coriolis, an

24 engineering firm, to perform a "comprehensive review of the entire utility, water and sewer

25 including addressing the issues of the wastewater plants. With the assistance of Coriolis, Far West

26 found a temporary solution to the operational deficiencies of the Del Ore plant and addressed odor

27 issues plaguing the Company, and later developed a comprehensive sewer renovation project as

28 discussed herein

On June 22. 2009, Far West, Staff and RUCO filed their Initial Briefs. Staff filed its
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11

12

13

14

15

16

17

18

19

20. in July 2006, the Company obtained the first of two BANs. The first BAN was in the

amount of $11 .1 million, and was secured by the pledge of the shareholders' stock in Far West. The

purpose of the first BAN was to allow Far West to begin funding the costs of the system~widc

improvements, including design and engineering costs

21. On October 25, 2006, Far West entered into a second Consent Order with ADEQ

which order superseded the first. The new Consent Order required Far West to apply for new or

amended APPs for the Del Oro, Seasons and Section 14 plants, as well as closure pennies for the

Villa Royale, Villa Del Rey and Palm Shadows plants

22. In the Second Consent Order, ADEQ directed Far West to cease all construction

related activities, including procuring equipment, until the APPs were issued. Far West could not

convince ADEQ to allow it to proceed at its own risk with construction activities. Far West states

that all construction on the Consent Order projects and most procurement activities stopped until

ADEQ issued the APPs

23. On December 31, 2006, Far West closed on a second BAN for $17.7 million, which

was secured by a pledge of the shareholders' stock. The purpose of the second BAN was to pay off

the first BAN and provide additional funds to cover the costs of the ongoing water and sewer system

renovation. Far West's shareholders used the BANs to continue the procurement process and begin

construction. Far West determined that it would order plant prior to receiving ADEQ approval of the

APPs. The Company believed that it could start ordering equipment as long as it did not hook it up

20 until aRes it received the APP approvals from ADEQ

21 24. During the period ADEQ had the APPs under review, Far West sought permanent

22 financing for the system improvements. The Company obtained a commitment for the issuance of

23 IDA bonds through the Yuma County IDA

24 25. On July 26, 2007, Far West filed a Financing Application with the Commission for

25 authority to issue evidence of indebtedness in an amount not to exceed $25,215,000 for the purpose

26 of constructing sewer system infrastructure improvements needed to ensure safe and reliable utility

27 service and comply with the two Consent Orders and for the repayment and consolidation of the

28 BANs. On October 30, 2007, in Decision No. 69950, the Commission authorized Far West to obtain
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1 the IDA financing

26. The Company used the IDA bond times to pay off the BANs and an existing WTFA

3 loan and to construct portions of the sewer renovation project that did not require ADEQ approval

27. ADEQ issued the final permits in August, 2008

28. After ADEQ approved the Final APPs, Far West began seeldng bids for the project

and discovered that from the time it first obtained the bonds and the time when it was able to bid the6

'1 project, prices had increased dramatically due to price increases for materials and the devaluation of

8 the U.S. dollar against the Canadian dollar

29. The Company discovered that the IDA loan proceeds would not be sufficient to

1.0 complete the project and tried to secure additional financing. The Company claims that despite i.ts

l l efforts, neither the Company, nor its shareholders have been unable to secure additional equity or

12 debt capital flat would allow it to complete the projects required under the second ADEQ Consent

13 Order

14

15

16

17

18

30. Far West provided evidence that it owes contractors on the project $3,350,933 and that

an additional $1 ,272,663 is required to complete the project

31 Far West states that its contractors will not agree to complete their work on the project

32

19 Colorado River water

20 33. In 2008, on a Company-wide basis, Far West experienced. operating income of

21 $1,44I,403, and a net loss of 5809,863 on total income of $7,85'7,l 17. The water division had net

22 income of $1,766,803 and the sewer division had a net loss of $2,576,661 With non-cash expenses

23 of $1,423,338, the Company had a positive cash flow of$613,475 in 2008

34. Based on the Company-wide financial statements for 2007 and 2008, which indicate a

25 positive cash flow, neither Staff nor RUCO believe that Far West is facing an emergency that casts

26 doubt on its ability to continue providing service pending a permanent rate case

27 35 The Colnpany's revenues 6-om operations are sufficient to meet its operating

28 expenses and its debt service

without a substantial down paymentOn past due invoices

In addition, the Company owes Yuma County $318,281 and the YMID $100,000 for
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36. The Company has depleted its IDA loan proceeds prior to completing the sewer

renovation project and cash from operations is not sufficient to complete the project

37. While cash flow from operations is sufficient for this Company to continue operations

the continued operation of wastewater treatment plants that do not comply with ADEQ regulations4

5 creates a serious issue of public health and safety

38. As discussed herein, the Company has not demonstrated dirt it cannot raise additional

7 capital from its shareholders or affiliated companies, and has not offered a reasonable plan for bow

8 the sewer renovation project will be completed even with the assistance of an interim rate increase

Without additional information, we cannot find that interim relief is in the public399

10 interest

11 40. This proceeding has raised issues concerning the ability of the current management to

12 manage the completion of the project, and it is reasonable to direct Staff to conduct an investigation

13 and formulate a recommendation to the Commission, in the permanent rate ease or sooner, whether it

14 is in the public interest to have an interim operator appointed for the Company

15

16

CONCLUSIONS OF LAW

17

18

19

20

Far West is a public service corporation pursuant to Article XV of the Arizona

Constitution and A.R.S. §§40-250 and 40-251

2. The Commission has jurisdiction over Far West and the subject matter of the

application

3

4

Notice of the proceeding was provided in conformance with law

The interim rates proposed by the Company are not just and reasonable and are not in

22 the public interest

IT IS THEREFORE ORDERED that the application of Far West Water and Sewer Company

Br an interim rate increase of $2,161,788 is denied

IT IS FURTHER ORDERED that within 30 days of the Effective Date of this Decision, Far

27 West Water and Sewer Company shall supplement the record with additional evidence of the ability

28 of its shareholders and/or affiliates to provide capital to Far West Water andSewer Company and a

23

24

33 DECISION NO. 71447
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3

4

5

6

1 more detailed and comprehensive p}an on how the sewer improvements will be completed

IT IS FURTHER ORDERED that Staff shall investigate and formulate a recommendation to

the Commission, in the permanent rate case or sooner, about whether it is in the public interest to

appoint an interim manager for this Company, and any other appropriate recommendations

IT IS FURTHER ORDERED that this Decision shall become effective immediately

BY ORDER OF THE ARIZONA CORPORATION COMMISSION

L A
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HOOK UP FEES

Applies to all WATER service areas

WATER HUF

Purpose and Applicability

The purpose of the hook-up fees payable to Rio Rico Utilities, Inc. - Water Division ("the
Company") pursuant to this tariff is to equitably apportion the costs of constructing additional
shared Off-Site Facilities necessary to provide water production, delivery, storage and pressure
among all new service connections. These charges are applicable to all new service connections
undertaken via Main Extension Agreements or requests for service not requiring a Main
Extension Agreement entered into after the effective date of this tariff The charges are one-time
charges and are payable as a condition to Company's establishment of service, as more
particularly provided below

II Definitions

Unless the context otherwise requires, the definitions set forth in A.C.C. R14-2-401 of the
Arizona Corporation Comnlission's ("Colnmission") rules and regulations governing water
utilities shall apply in interpreting this tariff schedule

Applicant" means any party entering into an agreement with Company for the installation of
water facilities to serve new service connections, and may include Developers and/or Builders of
new residential subdivisions and/or commercial and industrial properties

Company" means Rio Rico Utilities, Inc. - Water Division

Main Extension Agreement" means an agreement whereby an Applicant, Developer and/or
Builder agrees to advance the costs of the installation of water facilities necessary or desirable to
serve new service connections within a development, or, installs such water facilities necessary
or desirable to serve new service connections and transfers ownership of such water facilities to
the Company, which agreement shall require the approval of the Commission pursuant to A.A.C
R14-2-406, and shall have the same meaning as "Water Facilities Agreement" or
Extension Agreement

Off-Site Facilities" means wells and other water supply facilities, storage tanks and related
appurtenances necessary for proper operation, including engineering and design costs. Off-Site
Facilities also may include booster pumps, pressure tanks, transmission mains and related
appurtenances necessary for proper operation, if these facilities are not for the exclusive use of
the applicant and will benefit the entire water system or provide regional or division wide
benefits

2194245.1



OFF-SITE HOOK-UP FEE TABLE

Meter Size Size Factor Total Fee

5/8" X 3/4 cc 1 $1,800

3/4" 1.5 $2,700
1 " 2.5 $4,500

c c
1-1/2 5 $9,000

8 $14,400
16 $28,800
25 $45,000

6" or lager 50 $90,000

Service Connection" means and includes all service connections for single-family residential
commercial, industrial or other uses, regardless of meter size

111. Off-Site Hook-Up Fee

For each new service connection, the Company shall collect a Hook-Up Fee derived as follows

Iv. Terms and Conditions

(A) Assessment of One Time Hook-Up Fee: The Hook-Up Fee may be assessed only once
per parcel, service connection, or lot within a subdivision or commercial/industrial property
although a supplemental assessment may apply to conform to the above table if the intended use
of a parcel is subsequently altered from that originally intended when the first assessment was
paid

(B) Use of Hook-Up Fee: Hook-Up Fees only may be used to pay for capital items of Off-
Site Facilities, or for repayment of loans obtained to fund the cost of installation of Off-Site
Facilities. Hook-Up Fees shall not be used to cover repairs, maintenance, or other operating
costs. All funds collected by the Company as Hook-Up Fees shall be deposited into a separate
account and bear interest and shall be used solely for the purposes of paying for the costs of the
installation of Off-Site Facilities, including repayment of loans previously obtained for the
installation of Off-Site Facilities that will benefit the water system. The Company shall not
record amounts collected under this tariff as CIAC until such amounts have been expended for
plant

(C) Time of Pavement

For those requiring a Main Extension Agreement: In the event that the person or
entity that will be constructing improvements ("Applicant", "Developer" or "Builder") is
otherwise required to enter into a Main Extension Agreement, whereby the Applicant
Developer or Builder agrees to advance the costs of installing mains, valves, fittings
hydrants and other on-site improvements in order to extend service in accordance with R

2194245.1



14-2-406(B), payment of the Hook-Up Fee required hereunder shall be made by the
Applicant, Developer or Builder concurrent with execution of the Main Extension
Agreement

2 For those connecting to an existing main that was installed pursuant to a Main
Extension Agreement that was approved by the Arizona Corporation Commission: In the
event that the Applicant, Developer or Builder for service is not required to enter into a
Main Extension Agreement, the Hook-Up Fee charges hereunder shall be due and
payable at the time the meter and service line installation fee is due and payable

(D) Off-Site Facilities Construction By Developer: Company and Applicant, Developer or
Builder may agree to construction of Off-Site Facilities necessary to serve a particular
development by Applicant, Developer or Builder, which facilities are then conveyed to
Company. In that event, Company shall credit the total cost of such Off-Site Facilities as an
offset to Hook-Up Fees due under this Tariff or against additional facilities required by the
Company for the provision of service. If the total cost of the Off-Site Facilities constructed by
Applicant, Developer or Builder and conveyed to Company is less than the applicable Hook-Up
Fees under this Tariff, plus any additional requirements imposed by the Company then
Applicant, Developer or Builder shall pay the remaining amount owed hereunder. If the total
cost of the Off-Site Facilities constructed by Applicant, Developer or Builder and conveyed to
Company is more than the applicable Hook-Up Fees under this Tariff plus the additional
requirements then Applicant, Developer or Builder shall not be entitled to any refunds

(E) Failure to Pav Charges, Delinquent Payments: The Company will not be obligated to
make an advance cormnitment to provide or actually provide water service to any Developer
Builder or other Applicant for service in the event that the Developer, Builder or other Applicant
for service has not paid in full all charges hereunder. Under no circumstances will the Company
set a meter or othewvise allow service to be established if the entire amount of any payment due
hereunder has not been paid

(F) Large Subdivision Projects: In the event that the Applicant, Developer or Builder is
engaged in the development of a residential subdivision containing more than 150 lots, the
Company may, in its discretion, agree to payment of Hook-Up Fees in installments. Such
installments may be based on the residential subdivision development's phasing, and should
attempt to equitably apportion the payment of charges hereunder based on the Applicant's
Developer's or Builder's construction schedule and water service requirements

(G) Hook-Up Fees Non-refundable: The amounts collected by the Company as Hook-Up
Fees pursuant to this Hook-Up Fee Tariff shall be non-refundable contributions in aid of
construction

(H) Hook-Up Fee in Addition to On-Site Facilities: The Hook-Up Fee shall be in addition to
any costs associated with the construction of on-site facilities under a Main Extension

agreement .Lie a""licab1e Hcok~' T" Fe. uuuui this Tariffpan +1~¢,. +,-.+.ql . .
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borne by Applicant for necessary Off-Site Facilities necessary to provide service to Applicant's
property or development

(I) Disposition of Excess Funds: After all necessary and desirable Off-Site Facilities are
constructed utilizing funds collected pursuant to the Hook-Up Fees, or if the Hook-Up Fee has
been terminated by order of the Arizona Corporation Commission, any funds remaining in the
account shall be refunded. The manner of the refund shall be determined by the Commission at
the time a refund becomes necessary

(J) Fire Flow Requirements: In the event the Applicant for service has fire flow
requirements that require additional facilities beyond those facilities whose costs were included
in the Hook-Up Fee, and which are contemplated to be constructed using the proceeds of the
Hook-Up Fees, the Company may require the Applicant to install such additional facilities as are
required to meet those additional fire flow requirements, as a non-refUndable contribution, in
addition to the Hook-Up Fee

(K) Status Reporting Requirements to the Commission: The Company shall submit a
calendar year Hook-Up Fee status report each January 31" to Docket Control for the prior twelve
(12) month period, beginning January 31, 2010, until the hook-up fee tariff is no longer in effect
This status report shall contain a list of all customers that have paid the hook-up fee tariff, the
amount each has paid, the physical property in respect of which such fee was paid, the amount of
money spent from the account, the amount of interest earned on the funds within the tariff
account, and an itemization of all facilities that have been installed using the tariff funds during
the 12 month period

2194245.1
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Rio Rico Water System (REV No. 1) Master Plan

CHAPTER 1 WATER SYSTEM OVERVIEW

1.1. INTRODUCTION

The Rio Rico Utilities (RRU) Water System is a private water utility, which serves residential

commercial, and industrial customers within the unincorporated community of Rio Rico in Santa Cruz

County, Arizona. The community is located approximately 50 miles south of Tucson and approximately

15 miles north of Nogales in the Santa Cruz River Valley

This Water Master Plan is the key guidance document for the Utility to identify the capital components

required for both existing and future customers. It is essential to make a distinction between these two

elements in order to properly allocate monies and resources for the continued reliable operation

maintenance, and expansion of the water system

The goal of this Master Plan is to identify and define policy issues and present a plan to effectively

manage these issues. This goal will be accomplished by defining the key water system planning elements

that are most important to RRU, evaluating the existing system for service and upgrade requirements, and

planning the infrastructure to provide appropriate service to the expanding community

The approach to the Master Plan is first to examine the current regulatory environment and identify the

regulatory constraints to which the utility must adhere. After the regulatory requirements are identified

the water system policies are presented. These policies include the definition of water service area, the

planning horizon expected for this report, the criteria used for infrastructure development, and the growth

projections used to develop this planning document. RRU has generally implemented policies which

exceed the minimum standard of service for potable water as required by law. A coordination effort with

the Rio Rico Properties allowed for the updating of existing land uses and population projections

throughout the RRU service area. The information has been compiled tO evaluate existing system

infrastructure. Using the system infrastructure capacity requirements, a comprehensive water system plan

has been provided which defines capital improvements required to improve the existing potable water

system

As with all planning documents, this document is intended to be a tool that is flexible and fluid and is

subject to change as growth patterns and intrastnicture requirements change. Updates to the Potable

Water Master Plan should be every two to three years or as needed based upon the new planning

constraints that RRU will face in the future. This Master Plan should be considered an update of the Long

Range Plan and Four Year Plan prepared by Cella, Barr, Evans and Associates, dated Apri l  l ,  1972

This update excludes a significant portion of Rio Rico's original planning area most of which are large

Ranchettes that will be served by individual wells or are otherwise not planned to be served by RRU

WestLand Resources. Inc
Engineering and Environmental Consultants
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Rio Rico Water System (REV No. 1) Master Plan

1.2. DEFINE KEY IssuEs

The development of a Master Plan requires defining key issues and policies early in the planning process

These key issues and policies, and their initial assumptions, ultimately define the water system facility

projections. Said policies dictate the required water system layout, facility sizing, reliability, and costs of

the required infrastructure

1.3. WATER SYSTEM PLANNING HoRizon

The planning horizon for this document is ultimate buildout. The Master Plan wil l identify current

conditions and population projections for the projected buildout. Population projections and demands

will be projected on a community-wide service area basis. These projections allow for the development

of a capital improvement program and the sizing of required infrastructure

1.4. LIMITs oF WATER SERVlCE AREA

Rio Rico Utilities is the sole provider of potable water service to the Rio Rico Planned Community. The

service area of RRU is shown on Exhibit l in the Appendix (Rio Rico Water System Master Plan). The

southern border of Rio Rico's service area is Ruby Road which is the northern limit of the Valle Verde

Water Company

1.5. WATER REsouRcEs AND DEVELOPMENT

The RRU Water System currently relies solely on groundwater supplies for its production water source

The existing well fields lie within the upper Santa Cruz Valley River Basin. The development of

groundwater wells as a source of water has historically provided a high-quality and reliable source of

water

The RRU Water System is within the Santa Cruz Active Management Area (AMA). The primary goal of

the Santa Cruz AMA Conservation Program is to gradually reduce water consumption by encouraging the

use of the best available water conservation practices and maximizing the efficient use of all water

supplies. A goal of the water system Master Plan is to provide a water system that has the flexibility to

accommodate future rule changes as they are adopted and mandated by regulatory agencies

1.6. WATER QUALITY REGULATIONS

Both Federal and State standards regulate water quality for the RRU Water System. The Safe Drinldng

Water Act (SDWA) establishes minimum water quality standards for health and aesthetic water quality

considerations. The SDWA identities enforceable maximum contaminant levels (MCLs) for health

WestLand Resources. Inc
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related constituents and non-enforceable secondary maximum contaminant levels (SMC Ls) for aesthetic

related constituents. The SMC Ls are not federally enforceable, they are intended as guidance to the

states

At the state level, the Arizona Environmental Quality Act establishes water quality criteria for water

treatment, storage, and distribution. The Arizona Department of Environmental Quality (ADEQ) was set

up to administer the act and has adopted the federal regulations for drinking water quality. It is the policy

of RRU to meet or exceed the requirements of ADEQ for potable water. RRU regularly monitors MCLs

and SMC Ls based upon the ADEQ requirements. A summary of regulatory agencies and their respective

requirements affecting the RRU Water System is identified in Chapter 2, Regulatory Requirements

1.7. SYSTEM IMPROVEMENTS FOR EXISTING CUSTOMERS

This Master Plan will identify improvements necessary to bring the RRU Water System to the levels of

service defined by the system-related policies. These improvements are related to providing for capacity

related needs as well as operational issues. Improvements to the existing system that are considered

operational and replacement-based are generally founded by the existing rate base

1.8 . SYSTEM IMPROVEMENTS FOR GROWTH

The goal of RRU is to plan for the future development and construction of adequately sized, integrated

infrastructure for future customers. Currently, RRU receives frequent requests from land developers

throughout its planning area for water service. It is the goal of the Master Plan to provide a roadmap for

system integration and reliability and to capture the appropriate fees to accommodate the long-term

infrastructure development requirements of RRU. Improvements supporting growth are generally funded

by the development community
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CHAPTER 2 REGULATORY REQUIREMENTS

2.1. FEDERAL REQUIREMENTS

2.1.1. Safe Drinking Water Act

The Safe Drinking Water Act (SDWA) was presented to Congress by the Environmental Protection

Agency (EPA) as an act to protect public health by regulating national public drinldng water supplies

Congress originally passed the SDWA in December 1974 and the law was amended in 1986, 1996, and

2002. The original SDWA authorizes the EPA to set health-based standards for naturally occurring and

man-made drinking water contaminants. The 1996 amendment to the SWDA created regulatory

standards for source water protection, operator training, funding for system improvements, and public

information. National Primary Drinking Water Regulations (NPDWRs or primary standards) are legally

enforceable standards that apply to public water systems. The drinking water regulations set forth in the

SDWA establish legally enforceable MCLs for a number of contaminants, and require the EPA to

continuously identify and set MCLs for newly identified contaminants. The EPA also established non

enforceable SMC Ls, relating to contaminants that may adversely affect the aesthetic quality of drinking

water. The authority to enforce the MCL and SMCL standards has been delegated to the State of

Arizona. Water quality programs are overseen by ADEQ

2.1.2. Public Health Security and Bioterrorism Preparedness and Response Act

The Public Health Security and Bioterrorism Preparedness and Response Act (PHSBPRA) of 2002

amended the SDWA to add new requirements for public drinking water systems created to prevent

prepare for, and respond to bioterrorism acts or other public health emergencies. T i t l e IV of  the

PHSBPRA requires community water systems that serve over 3,300 persons to conduct a vulnerability

assessment to determine the susceptibility of the system to terrorist attack or other intentional acts

intended to substantially disrupt the ability of the system to provide a safe and reliable supply of drinking

water. The vulnerability assessment helps the water utility to evaluate susceptibility of the water supply

storage, distribution system, and electronic or computer systems to possible threats, and determine risks to

the community based on potential threat scenarios. The vulnerability assessment was submitted by RRU

2.2. STATE REQUIREMENTS

The Arizona Revised Statutes (ARS) Titles 45 and 49 are those statutes developed by the State of Arizona

that deal with subjects most relevant to the operation of a municipal water system. ARS Title 45

describes the duties and programs of the Arizona Department of Water Resources (ADWR). ARS Title

49 describes water quality control and is the primary regulation for potable water supplies. Title 49

designates the ADEQ as the agency responsible for ensuring the health and safety of public water

supplies. The Arizona Administrative Code (AAC) consists of those rules and regulations used to expand
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and define the provisions of the ARS. AAC Title 18 relates to environmental quality, and covers the

subjects of safe drinking water, water quality standards, and operator certification

2.2.1. Arizona Department of Environmental Quality

The Environmental Quality Act was established in 1986 for the purpose of describing the responsibilities

of ADEQ. Authorities were established for the management, control, and regulation of sources which

may impact water quality. The ADEQ was required to adopt numerous standards for surface waters and

aquifer water quality, define aquifer boundaries, and establish aquifer classification procedures. The

ADEQ has provided a number of guidelines for water system design to assist water suppliers in

constructing a water system to provide safe, reliable water service. ADEQ administers local authority

over the RRU Water System for new construction and sanitary surveys and for testing and compliance

with EPA water quality standards. The following information has been summarized from the AAC

Engineering Bulletin No. 10, Title 18 and various ADEQ guidance publications

2.2.1.1. Pressure Requirements

Pressure extremes in water systems result in a potential for contamination to enter the system. Low

pressures may allow polluted fluids to be forced into the system. High pressures may cause ruptures or

breaks. Normal working pressure in the distribution system should not be less than 35 pounds per square

inch (psi). The system shall be designed to maintain a minimum pressure of 20 psi at ground level at all

points in the distribution system under all conditions of flow. This requirement is generally interpreted to

mean that the minimum residual pressure must be 20 psi during a fire flow event or instantaneous

demand

Maximum pressures of as much as 120 psi can be allowed at the meter in small, low-lying areas not

subject to high flow rates and surge pressure. Pipeline restraints, service saddles, corporation stops, air

release valves, drain valve assemblies and other appurtenances shall be constructed according to their

anticipated pressure ranges with tolerances for surge pressures. The Uniform Plumbing Code (UPC)

limits the water pressure within the individual property owner's plumbing to 15 to 80 psi

For cases where it is not practical to meet the maximum pressure limit, in the past ADEQ has allowed the

use of individual pressure reducing valves (PRVs) at service connections as a means of lowering

pressures to acceptable levels. Increasing or regulating the pressure from the meter to the customer shall

be the responsibility of the customer

2.2.1.2. RegulatoryStorage Requirements

The minimum storage capacity for a community water system serving residential or school customers

shall be equal to the average daily demand (ADD) during the peak month of the year plus fire flow

storage. This requirement may be reduced by aquifer storage components. Storage capacity may be
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based on existing consumption and phased as the water system expands. Storage should be provided in

the zone where the usage is required or in a location where it may be readily transferred to the zone of

2.2.1.3. Backflow Requirements

The AAC requires that water suppliers protect the public water system from contamination caused by

backflow through unprotected cross-connections by requiring the installation and periodic testing of

backflow prevention assemblies. The law requires that a backflow preventer be installed whenever there

is a possibility that cross-connections may occur, or any foreign substance may enter the water system

Such substances include chemicals, chemical or biological process waters, and water from public water

supplies, which has deteriorated in sanitary quality. Backflow prevention assemblies must be tested

annually, and the test records must be kept for a period of at least three years

2.2.1.4. Emergency Operations Plan

It is the requirement of ADEQ that each community water system develop an Emergency Operations

Plan. A water supply Emergency Operations Plan is also required as part of the EPA Wellhead Protection

Program (WHP) established under the 1986 amendments to the SDWA. The recently enacted PHSBPRA

also requires that each community water system incorporate the results of the required vulnerability

assessments. The AAC requires that each community water system shall develop an Emergency

Operations Plan and keep it in an easily accessible location. The ADEQ has prepared a Drinking Water

Emergency Operations Plan Checklist to provide specific guidance regarding information to be included

in the emergency plan. This checldist has a specific requirement for utilities to identify how they will

maintain the system without their largest supply source

The plan shall detail steps that a water system will take to assure continuation of service in the following

emergency situations

Loss of a water supply source

Loss of supply due to major component failure

Damage to power supply equipment or loss of power

Contamination of water in the distribution system as a result of backflow

Collapse of reservoirs or reservoir roofs or pump-house structures

Breaks in transmission or distribution lines

Chemical or microbiological contamination of the water supply

The emergency plan should address procedures to be implemented in response to an emergency situation

which could result in the loss or contamination of drinking water supplies and to continue providing

drinking water that meets compliance requirements during potential emergency situations involving the

water system. The document should provide an overview of the water system, including system mapping

WestLand Resources. Inc
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establish personnel duties, identify emergency contacts and notification procedures, and delineate

emergency operating procedures. The emergency plan should also provide for alternate sources of water

and identify critical system components and spare parts

2.2.1.5. Clean Water Act - National Pollutant Discharge Elimination System - Arizona Pollutant
Discharge Elimination System

The Clean Water Act (CWA) regulates discharges of pollutants residing in "process" water to waters of

the United States (waters) through the National Pollutant Discharge Elimination System (NPDES) permit

program. The ADEQ gained primacy for the NDPES permit program. Although ADEQ has been

involved in the NPDES program for a number of years, this delegation of authority means that the state

government now administers the program and issues permits instead of the EPA

Water systems may be granted a 90-day permit waiver for activities associated with line, well, and

hydrant flushing and similar system operation activities

ADEQ will provide a General Permit for De Minims discharges, including those associated with potable

water delivery systems. RRU may apply for area wide coverage under the general permit. Activities

proposed to be included in the General Per nit include: operations and maintenance flushing, well

flushing, post-repair flushing, and discharges related to system pressure releases and overflows

Monitoring and reporting requirements for potable water systems is proposed to be limited to flow rate

and duration of flow per discharge. It is strongly recommended that RRU obtain a General Permit for De
Minims discharges

2.2.2. Arizona Department of Water Resources

The ADWR was created in 1980 to administer state water laws, except those relating to water quality

They also explore methods of augmenting water supplies to meet future demands, and work to develop

public policies that promote conservation and the equitable distribution of water. The ADWR oversees

the use of surface and groundwater resources under state jurisdiction and negotiates with external political

entities to protect and augment Arizona's water supply

2.2.2.1. GroundWater Management Code

To address groundwater depletion in the State's most populous areas, the State Legislature created the

Groundwater Management Code in 1980 and directed the ADWR to implement it. The objectives of the

Code are to control severe groundwater overdraft, provide the means for effectively allocating Arizona's

groundwater resources, and augment Arizona's groundwater supply through water supply development
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The Code contains six main provisions

1.

2.

3.

4.

6.

The establishment of a program of groundwater rights and permits

A provision prohibiting new agricultural irrigation within AMAs

The preparation of five water management plans for each AMA

The development of a program that requires demonstration of an Assured Water Supply (AWS)

for new growth

A requirement to meter/measure water pumped from all large wells that pump in excess of 35

gallons per minute (rpm)

A program for annual water withdrawal and use reporting

2.2.2.2. Active Management Areas

Areas where groundwater depletion is most severe are designated as AMAs and are subject to regulation

There are live designated AMAs, including the Santa Cruz AMA which includes the RRU Water System

The future anticipated limits of the water service area are fully within the Santa Cruz AMA. The Santa

Cruz AMA has the statutory goals of maintaining safe-yield conditions and preventing long-tenn declines

in local water table levels. Safe-yield means that the amount of groundwater pumped from the aquifer on

an average annual basis must not exceed the amount that is naturally or artificially recharged. The safe

yield goal is a basin-wide balance. This means that water level declines in one portion of the AMA can

be offset by recharging water in another part of the AMA

The Groundwater Code directs ADWR to develop and implement water conservation requirements for

agricul tural ,  municipal ,  and industr ial  water users.  Management plans ref lect  evolut ion of  the

Groundwater Code, moving Arizona toward its long-term water management goals. The management

plans establish conservation requirements for municipal, agricultural, and industrial water users. In each

successive management Plan, water conservation and management plan requirements will become

increasingly stringent as new management plans are developed. The Santa Cruz AMA is operating under

the Third Management Plan, but it is the First Management Plan that is specific to the Santa Cruz AMA

since its separation from the southeastern portion of the Tucson AMA in 1994

2.2.2.3. Conservation Requirements

The ADWR develops conservation requirements with assistance from water users in the AMAs

Municipal water conservation requirements apply to water providers, cities, towns, private water

companies, and irrigation districts that provide water for non-irrigation uses. The goal of the municipal

conservation program in all AMAs is to promote efficient water use

The principal method of regulating water consumption is through the establishment of conservation

requirements. The primary conservation program focuses on reducing per capita water use, which is

measured in gallons per capita per day (GPCD). Rio Rico Utilities has elected to move forward using the

Non-Per-Capita Conservation Program
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Along new publicly owned medians or roadside areas served by municipal providers, groundwater may

only be used for watering specific low-water-use plants. The ADWR maintains a list of approved low

water-use plants

The management plans restrict water use at turf facilities larger than 10 acres in size, such as golf courses

schools, parks, cemeteries, and common areas of homeowners' associations. The amount of water that

turf facilities can use on an annual basis is specified by a formula in the plans. The municipal restrictions

for turf facilities are the same as those that apply to industrial facilities

The First Management Plan contains restrictions on the use of groundwater in artificial laces. A 1987

State Law (The "Lakes" bill) restricts the use of groundwater in lakes, ponds, and swimming pools within

AMAs. In general, new lakes in AMAs cannot be larger than 12,320 square feet unless certain

exemptions apply. For example, the lakes may be filled with effluent. However, special permits are

available from the ADWR that allow new lakes to be filled with poor quality groundwater or other water

sources on an interim or emergency basis. Lakes built before January l, 1987 and lakes located in certain

public facilities, such as parks, can continue to use groundwater. Golf course lakes are also exemptfrom

the law because they are regulated by the management plans

Private residential swimming pools cannot be larger than Olympic size (12,320 square feet). Resorts

motels, and country clubs can have several pools, but only one pool can be larger than Olympic size, and

not larger than one acre in size

While local plumbing and landscape ordinances may apply within the RRU service area, RRU itself lacks

the authority to enact or enforce ordinances regulating water use by its customers. During the

development of the Third Management Plan, ADWR explored the possibility of establishing a municipal

conservation program specifically designed for private water companies. In order to meet the goals of

ADWR and obtain the support of the Arizona Corporation Commission (ACC), ADWR considered a

program which would mandate specific conservation measures and reduce reliance on groundwater

supplies. It was determined that additional statutory authority would be needed to implement such a

program and ADWR decided not to pursue the action at this time. However, ADWR will continue to

explore options aimed at achieving the most economically efficient reduction in groundwater reliance by

private water companies

Each large municipal water provider must maintain its distribution system, and properly meter and

account for all deliveries. Water losses may not exceed 10 percent. Small providers must maintain their

systems such that losses do not exceed 15 percent

2.2.2.4. Assured Water Supply

The Groundwater Code established requirements to ensure that water supplies are adequate to meet the

long-term needs of new development. The AWS Program requires the demonstration that sufficient water
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supplies of adequate quality are physically, continuously, and legally available for 100 years. In an

AMA, anyone who offers subdivided land for sale must demonstrate an assured supply of water to

ADWR before the land may be marketed to the public. To receive an AWS certificate from ADWR, a

developer must demonstrate that: 1) water of sufficient quantity and quality is available to sustain the

proposed development for 100 years, 2) the proposed use is consistent with the management plan and

achievement of the AMA management goal, and 3) the water provider has the financial capability to

construct water delivery and treahnent systems to serve the proposed development. Alternatively, the

developer can locate the proposed development within the service area of a city, town, or private water

company that has already received a Designation of Assured Water Supply from ADWR. I f  a

Designated" provider will serve the subdivision, the developer need only obtain a written commitment of

service from the water provider

There are significant committed water demands associated with previously platted lots that remain

undeveloped within the Santa Cruz AMA. A large portion of these undeveloped lots are within the Rio

Rico Planned Community. As previously stated, RRU will comply with the Non-Per-Capita

Conservation Program

2.2.2.5. Groundwater Rights in AMAs

A vital part of groundwater management involves identifying existing water rights and providing ways for

water users to initiate new withdrawals. Within an AMA, an entity must have a groundwater right or

permit to pump groundwater legally, unless the entity is withdrawing groundwater from an exempt well

(maximum pump capacity of 35 rpm). Exempt wells may be used to withdraw groundwater only for

non-irrigation purposes and are generally used for domestic purposes, including watering less than two

acres of grass or garden. Exempt wells must be registered with ADWR, but they are subject to fewer

requirements than non-exempt wells within AMAs. In order to withdraw water from non-exempt wells in

AMAs, either grandfathered rights, service area rights, or a withdrawal permit must exist for the well

Users who pump groundwater from non-exempt wells in AMAs must also report annual stumpage to

ADWR. This provision helps ADWR determine how much water is being used and where it is being

used. The Code also requires payment of an annual groundwater withdrawal fee. Revenues from the fee

pay for half of the cost of administering the Code, the other half goes to Arizona's General Fund

Withdrawal fees may also be used for conservation assistance and augmentation projects, and retirement

of irrigated land

2.3. ARIZONA CORPORATION CoMMlsslon

The ACC is an elected body whose mission includes exercising exclusive state regulatory authority over

public service corporations (public utilities) in the public interest. The ACC monitors the operation of

private water utility companies throughout the State by reviewing financial records, evaluating revenue
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requirements, and approving rate and fee increases. The regulatory powers and responsibilities of the

ACC are delineated 'm Article XV of the Arizona Constitution and ARS Title 40

2.4. LOCAL REQUIREMENTS

Under regulation of the ACC, RRU has responsibility for water system operation and for rate setting and

other water management issues. RRU evaluates water system development, long-term water source

requirements, capital needs, rate adjustments, capital budget and allocations, state and federal legislation

regarding water-related issues, and expansion of utility service area. Based on the present and future

water system requirements, RRU develops capital improvement programs and formulates rate structure

modifications. RRU also provides the public information and education on water utility issues

2.4.1. Water Rates and Other Fees

Customers served by RRU are charged a monthly service fee according to meter size, independent of the

number of gallons used. The base rate is $6.45 for the typical 5/8 x 3/4-inch residential water meter. In

addition to the base rate, there is a three-tier commodity charge structured as follows

$1.44/1 ,000 gallons for zero through 4,000 gallons

$1.70/1,000 gallons for 5,000 through 10,000 gallons

$1.90/1,000 gallons for consumption greater than 10,000 gallons

An installation charge is required for all new water service connections. This charge includes the cost of

the water meter, valves, boxes, and installation. Charges for installation vary with the size of the meter

Other service fees apply, such as the new service establishment fee, service reconnection fee, alter 5:00

p.m. service reconnection fee, meter re-read fee, insufficient funds/returned check fee, customer requested

meter test, customer service deposit, vacation service fee, and delinquent payment fee
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2007 6,024 215 6,239

2006 5,727 212 5,939

2005 5,313 206 5,519

2004 4,814 85 4,899

2003 4,486 82 4,568
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2007 842.698 759.490 127.226 631.164 42.135 801.625 41.073 4.87

2006 801.252 733.107 151.801 577.123 13.593 746.700 54.552 6.81

2005 774.460 716.952 163.281 553.671 9.426 726.378 48.082 6.21

2004 776.595 706.276 176.304 529.972 10.700 716.976 59.619 7.68

2003 681.739 641.163 147.379 493.784 16.082 657.245 24.494 3.59

Rio Rico Water System (REV No. 1) Master Plan

CHAPTER 3 -_ EXISTING SYSTEM ANALYSIS

3.1. ExlsTlnG WATER SYSTEM

A summary of connections within the service areas of the RRU for years 2003 through 2007 is shown in

Table 3. 1. The increase in service connections has averaged approximately 10 percent/year

Table 3.1. Service Connections (2003-2007)

Table 3.2 provides a detailed breakdown of annual water use for the same five-year period. During this

time period, unaccounted for water has ranged from a low of about 3.6 percent to a high of 7.68 percent

with an annual average of approximately six percent

Table 3.2. Five-Year Usage Summary 2003-2007)

Equivalent dwelling units (EDUs) are an industry method used to estimate and convert water

consumption rates to a standard 5/8-inch x 3/4-inch water meter. The ratios shown are taken from the

American Water Works Association (AWWA) M-26 Manual for meter sizes up to 3-inch. The 4- and 6

inch ratios are representative of similar meter factors used by other local municipalities and have been

accepted by the ACC for private water providers. Table 3.3 provides the EDU ratios and their associated

meter factors
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Residential 5/8 x 3/4 6,194 6,194

3/4 8 9.6

1 41 102.5

1-1/2 6 30

2 4 32

Subtotal 6,253 6,368

Multi-Family 5/8 x 3/4 7 9

1-1/2 l 5

Subtotal 8 12

Commercial 5/8 x 3/4 108 108

l 45 112.5

1-1/2 11 55

2 45 360

3 18 270

4 5 125

6 1 50

Subtotal 233 1080.5

TOTAL 6,494 7,463

Rio Rico Water System (REV No. 1)

Table 3.3. Equivalent Dwelling Unit Meter Factors

Master Plan

1 .0

Table 3.4 provides the number and meter types within the existing system by rate, class, and size. As of

May 2008, there were 6,494 active water meters within the RRU Water System. The meters range in size

from 5/8-inch x 3/4-inch to 6-inch

Table 3.4; 2008 Meter Summary (May 2008

The existing meter connection to EDU ratio as of May 2008 is calculated to be approximately 1.15 (7,463

EDUs + 6,494 total meters). This calculation is used to estimate the historical EDU's later in this report

(See Table 3.8)

The RRU Water System is divided into seven pressure zones at 150-foot intervals. Table 3.5 identifies

the high water elevations, elevation boundaries, and static pressure ranges for each pressure zone. The

150-foot intervals were established in the original approved water system master plan prepared by Cella,

Barr. Evans and Associates in 1972
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3500" 3500 3250-3400 43 108

3650 3650 3400-3550 43 108

3800 3800 3550-3700 43- 108

3950 3950 3700 3850 43- 108

4100 4100 3850- 4000 43 108

4250 4250 4000-4150 43 - 108

4400 4400 4150 4300 43- 108

Rio Rico Water System (REV No. 1) Master Plan

Table 3.5. Pressure Zone Boundaries

The 3500-Zone is served by the upper 3650 Zone using pressure reducing valves (PRVs)

The pressure zones are divided into service areas that are identified by the water plant that serves the area

and by the pressure zone in which the service area operates. In general, the service areas in a particular

pressure zone operate independently of each other

Table 3.6 is a listing of current meter connections by service area. The table identities each service area

by its pressure zone and the water plant that serves the area. The 3650 pressure zone is served directly

from the existing wells
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Wells 3650" 3,218"" 4,187*"2

wpm 3800 173 173

WPI 3950 166 166

WP7 4100 19 19

Wpl0 4100 10 10

WPI3 4250 7 7

WP28 4100 31 31

WP29 3950 148 148

WP30 3800 971 971

WP31 4100 19 19

WP34 3950 23 23

WP35 3800 99 99

WP38 3800 123 123

WP41 4100 57 57

WP42 3950 37 37

WP44 3800 60 60

WP44 3950 23 23

WP44 4100 44 44

WP56 3800 153 153

WP56 3950 117 117

WP58 3950 159 159

WP58 4100 91 91

WP59 3800 237 237

WP60 3800 305 305

WP8 l 3800 83 83

WP81 3950 32 32

WP99 4100 7 7

Wplol 4400 24 24

WP102 4100 11

WPI03 3800 19 19

Wpl03A 3950 14 14

Wpl04 3800 12 12

wp104 3950 2 2

TOTALS 6,494 7,463

Rio Rico Water System (REV No. 1) Master Plan

Table 3.6. Number of Customers for Each Water Plant by Zone as of May 2008

The 3500-Zone is served by the upper 3650 Zone using pressure reducing valves (PRVs)
115 units could not be definitively linked by the utility to a specific water plant and those connections
are added to the known 3650-Zone connections

WestLand Resources. Inc
Engineering andEnvironmental Consultants
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2 0 0 7 7,170 115

2 0 0 6 6,958 113

2005 6,343 119

2 0 0 4 5,630 135

2003 5,250 127

AVERAGE 122

R i o  R i c o  W a t e r S y s t e m ( R E V  N o .  1 ) Master Plan

Approximately 50 percent of the meters and 56 percent of the EDUs in the RRU Water System are in the

3650-Zone. Virtually all of the 3/4-inch through6-inch meters are also located within the 3650-Zone

T a b l e  3 . 7  p r o v i d e s  e s t i m a t e s  o f  t h e  E D U s  a n d  p e r  c a p i t a  w a t e r  u s e  f o r  t h e  p r e v i o u s  f i v e  y e a r s .  A s

p r e v i o u s l y  s t a t e d ,  e x i s t i n g  m e t e r  c o n n e c t i o n  t o  E D U  r a t i o  a s  o f  M a y  2 0 0 8  i s  c a l c u l a t e d  t o  b e  1 . 1 5 .  T h i s

a s s u m p t i o n  w a s  u s e d  t o  e s t i m a t e  t h e  h i s t o r i c a l  E D U s  f o r  2 0 0 3 - 2 0 0 7  w h e r e  h i s t o r i c a l  d a t a  c o u l d  b e

r e c o v e r e d .  T h e  a v e r a g e  u s a g e  i s  b a s e d  o n  t o t a l  w a t e r  p u m p e d  f o r  e a c h  y e a r  ( S e e  T a b l e  3 . 2 )  a n d  2 . 8

p e r s o n s  p e r  d w e l l i n g  u n i t

T a b l e  3 . 7 .  E q u i v a l e n t  D w e l l i n g  U n i t s  a n d  P e r  C a p i t a  U s e  S u m m a r y  ( 2 0 0 3 - 2 0 0 7 )

Based on total water pumped(see table 3.2) and 2.8 persons per dwelling unit

T h e  a v e r a g e  g a l l o n s  p e r  c a p i t a  d a y  f o r  t h e  l a s t  f i v e  y e a r s  i s  c a l c u l a t e d  t o  b e 1 2 2  g p c d .  W a t e r  s y s t e m

u s a g e  d e m a l l d  c a l c u l a t i o n  e x a m p l e s  a r e  b a s e d  o n  t h e  p r e v i o u s  d e s i g n  c r i t e r i a  a n d  a r e  a s  f o l l o w s

EDU Usage

ADD = EDUs x 2.8 persons/unit x 122 GPCD/1,440 = 0.237 rpm/EDU

PDD = ADD x 2.0 = 0.474 rpm/EDU
PHD = ADD x 3.5 = 0.830 rpm/EDU

W a t e r  u s a g e  d a t a  f i r m  t h e  S o u t h  I n d u s t r i a l  P a r k  w a s  u s e d  t o  o b t a i n  a n  e q u i v a l e n t  u s e  c o n v e r s i o n  f o r  t h e

n o n - r e s i d e n t i a l  p o r t i o n s  o f  R i o  R i c o .  T a b l e  3 . 8  p r o v i d e s  a  s u m m a r y  o f  t h e  w a t e r  u s e  d a t a

WestLand Resources. Inc
Engineering and Environmental Consultants
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November (2006) 2,373,000 256 9,270 309

December (2006) 2,401,000 256 9,379 313

4Janu (2007) 2,353,000 256 9,191 306

IFebru (2007) 2,363,000 256 9,230 308

March (2007) 3,453,000 256 13,488 450

April (2007) 2,524,000 256 9,859 329

May (2007) 2,685,000 256 10,488 350

June (2007) 2,785,000 256 10,879 363

July (2007) 1,754,000 256 6,852 228

August (2007) 1,757,000 256 6,863 229

September (2007) 1,542,000 256 6,023 201

October (2007) 1,801,000 256 7,035 235

well
bermNu

claCap
m(av

A
We

1.
......1Siié...

.  i t i é l i .
f fee t i '

5 500 3650 3,422
6 1,500 3650 3,410
8 550 3650 3,433
9 I | .dca -

15 900 3650 3,436
21 S ncap

52 550 3650 3,414
86 1,200 3650 3,312

TOTAL s,z0o -

Rio Rico Water System (REV No. 1) Master Plan

Table 3.8. South Industrial Park Water Use Data

The highest water use was calculated to be 450 gallons per acre per day (glad). This converts to

approximately 1.32 residents per acre (RAC) [450 glad / (122 gpcd x 2.8 persons per unit)]. A more

conservative estimate of two RAC is assumed to convert commercial and industrial areas to equivalent

residential dwelling units

3.1.1. Existing Groundwater Well Capacity Summary

The RRU Water System currently delivers groundwater from six production wells. There are a total of

eight wells within the system, however, two of the wells have been taken out of service. Table 3.9

provides a summary of the well capacity, the pressure zone served by the well, and the approximate

elevation of the well site. All of the wells pump directly into the 3650 pressure zones water mains and are

level controlled by the existing reservoirs. Water is delivered to the rest of the water system through a

system of booster stations and reservoirs that take water from the 3650 pressure zone

Table 3.9. Existing Well Summary

WestLand Resources. Inc
Engineering and Environmental Consultants
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2006
Aver
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age
Peak

Month
Ca

5 500 0.720 0.491 0.501 70

6 1 1,500 2.16

82 550 0.792 0.015 0.003 0.4 2

9 capped

15 900 1.296 0.445 0.912 70

21 capped

52 550 0.792 0.298 0.550 69

86 1,200 1 .440 0.946 0.910 63

TOTAL/AVERAGE 5,200 7.200 2.195 2.876 268

Rio Rico Water System (REV No. 1) Master Plan

Table 3.10 provides a summary of the average and peak monthly stumpage from each well for the year

2006. The peak monthly stumpage for the individual wells did not occur du°ing the same month

However, peak stumpage for the entire system occurred during the month of May with an average rate of

2.876 million gallons per day (mud), which is 57 percent of the total well system pumping capacity

Table 3.10. Well System Pun page (2006)

WellNo. 6 was broughton-line after 12/06
Well No.8 pumps airwhich causeswhite watercomplaints and is maintainedas an back-up well and is excludedfromthe
totaVaveragepercent monthpeak capacity calculation

WestLand Resources. Inc
Engineering and Environmental Consultants
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Water Serve

1 640,000 3654 3622 3800 (0

1 3950 (f)

l 3650 (g)

29 150,000 3800 3776 3950 (f)

29 3800 (g)

38 200,000 3650 3626 3800 (f>

38 3650 (g)

56 100,000 3650 3626 3800 (f)

56 3950 (f)

56 3650 (g)

7 10,000 3947 3935 4100 (0

10 10,000 3977 3965 4100 (0

44 10,000 3812 3800 3800 (f)

60 10,000 3637 3625 3800 (0

81 1,000,000 3650 3620 3650 (g)

TOTAL 2,130,000

Rio Rico Water System (REV No. 1) M a s t e r  P l a n

3 . 1 . 2 .  E x i s t i n g  R e s e r v o i r  a n d  B o o s t e r  S t a t i o n  C a p a c i t y  S u m m a r y

The capacities and elevations of reservoirs within the RRU Water System are summarized in Table 3.11

Table 3.11. Existing Reservoir Summary

(g) gravity (f) forebay

The installed pump capacities given in Table 3.12 were calculated based on discharge pressures and

motor horsepower provided by RRU. The wire to water horsepower is assumed to be 0.6. In general, for

pumps that draw water from a reservoir, the suction pressure was assumed to be 5 psi. Similarly, it was

generally assumed that the suction pressure was 40 psi for pumps that draw water directly from the

distribution system

W e s t L a n d  R e s o u r c e s .  I n c
Engineering and Environmental Consultants
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l 3622 900 5 91 3800 3@25

1 3622 660 5 145 3950 3@30

7 3935 125 5 130 4100 1@15

10 3965 145 5 110 4100 1@15

13 4150 250 40 101 4250 2@7%

28 4000 315 40 89 4100 2@7%

29 3776 685 5 95 3950 3@20

30 3540 1,100 40 110 3800 3@25

31 3850 375 40 108 4100 1 @25

34 3700 300 40 90 3950 1@15

35 3550 1,500 40 115 3800
2@l5and

2@40

38 3626 340 5 126 3800
1@15and

l@25
41 3850 595 40 109 4100 2@20

42 3600 170 40 130 3950 2@7%

44 3690 295 5 109 3800 152 @

44B 3400 100 100 125 WP 44 l @3

56 3626 180 5 90 3800 2@7%

56 3626 375 5 141 3950 2@25

58 3850 330 40 86 4100 2@7%

58 3850 490 40 144 3950 2@25

59 3650 600 40 126 3800 2@25

60 3625 900 5 73 3800 2@30

81 3620 350 13 78 3800 2 @ 25 (VFD)

81 3620 350 13 143 3950 2 @ 50 (VFD)

99 4025 250 40 143 4100 1 @ 2 5

101 4150 250 40 140 4100 l @25

102 4000 195 40 145 4100 1 @ 2 0

103 3600 195 20 150 3950 l @25

103A 3470 235 80 145 3800 1@15

104 3575 150 32 97 3800 2 @ 5 (VFD)

104 3575 150 32 162 3950 2 @ 10 (VFD)

Rio Rico Water System (REV No. 1) Master Plan

Table 3.12. Existing Booster Station Summary

WestLand Resources. Inc
Engineering and Environmental Consultants
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Rio Rico Water System(REV No. 1) MasterPlan

The service area with the greatest water demand is within the 3650 pressure zone which is served directly

from the existing wells. It is estimated that approximately 55 percent of the total system water use

occurs within the 3650 pressure zone. The 3650 pressure zone is the lowest zone within the system and

tends to follow the Santa Cruz River alignment. Water storage for the 3650 pressure zone is provided by

existing reservoirs at Water Plant Nos. 1, 29, 38, 56, and 81 which float directly on the 3650 pressure

zone. In addition, these reservoirs, along with the existing 10,000 tanks at Water Plant Nos. 7, 10, 44, and

60 serve as forebays for booster pumps that lift water to other service areas throughout the water

distribution system

3.1.3. Existing Distribution System Summary

It is estimated that the existing RRU water system includes over 320 miles of water mains. These pipes

range in size from 4-inches through 16-inches in diameter. The distribution system has been continuously

expanded with growth over the past 35-plus years of the systems existence

3.2. ExlsTlnG SYSTEM DESIGN CRITERIA

Current system design criteria for the RRU Water System are described below, in terms of demand

supply, storage, and distribution system assumptions

RRU has not historically been required to provide fire flow for the water system. New developments will

most likely be regulated by the fire jurisdiction under more current requirements which may require

upsizing of some facilities

3.2.1. Demand Criteria

Demand flow and population estimates are based on RRU Water System estimated water use data and

existing parcel connection information

Average daily per capita water usage for equivalent dwelling units

Average number of persons per equivalent housing unit

Ratio of peak day to average day

Ratio of peak hour to average day

Equivalent RAC for Industrial and Commercial Areas

122 gpcd

2.8 pphu

2.0

WestLand Resources. Inc
Engineering and Environmental Consultants
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Rio Rico Water System (REV No. 1) Master Plan

3.2.2. Supply Criteria

The criteria for the evaluation of supply projections to each individual service area are listed as follows

Well capacity to meet Peak Day Demand (PDD) with the largest well out of service

Minimum supply from well and boosters pumping to elevated storage shall meet PDD

Minimum booster capacity to service areas without elevated storage shall meet peak hour demand

(PHD) or instantaneous demand (ADEQ Bulletin No. 10, Chapter 5, Table 3), whichever is

greater

3.2.3. Storage Criteria

The criteria for storage capacity requirements for the water system are basedupon the following

Provide storage volume equal to a minimum of the ADD

As previously stated, ADEQ may allow for a reduction in aboveground storage by accounting for aquifer

storage

3.2.4. Distribution System Criteria

The design criteria for the distribution system are generally used to size and arrange the distribution lines

to provide the required flows while meeting the ADEQ requirement to maintain 20 psi under all

conditions of flow. The standard water main-sizing criteria limit velocities to a maximum of 5 feet per

second under peak-day conditions. Velocities should not exceed 10 feet per second under any condition

The maximum friction head loss for lines up to and including 8 inches in size should be 8 feet or less per

1.000 feet. Head loss for lines over 8 inches in size is 5 feet or less per 1,000 feet, according to pipe size

For main transmission lines, a friction loss of 2 feet per 1,000 feet is recommended

3.3. SYSTEM DEMANDS

The existing water system, as shown in Exhibit 1 is divided into seven pressure zones. Table 3.13

estimates the ADD, PDD, and PHD for each service sub-area within the RRU Water System

WestLand Resources. Inc
Engineering and Environmental Consultants
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Wells 3650 4,187 993 1,986 3,476

WPI 3800 173 41 82 144

WPI 3950 166 39 79 138

WP7 4100 19 5 9 16

Wpl0 4100 10 2 5 8

WPI3 4250 7 2 3 6

WP28 4100 31 7 15 26

WP29 3950 148 35 70 123

WP30 3800 971 230 461 806

WPM I 4100 19 5 9 16

wp34 3950 23 5 19

WP35 3800 99 23 47 82

WP38 3800 123 29 58 102

WP4I 4100 57 14 27 47

WP42 3950 37 9 18 31

WP44 3800 60 14 28 50

WP44 3950 23 5 19

WP44 4100 44 10 21 37

WP56 3800 153 36 73 127

WP56 3950 H7 28 56 97

WP58 3950 159 38 75 132

WP58 4100 91 22 43 76

WP59 3800 237 56 112 197

WP60 3800 305 72 145 253

wp81 3800 83 20 39 69

Wp8l 3950 32 8 15 27

WP99 4100 7 2 3 6

Wplol 4400 24 6 20

Wpl02 4100 3 5 9

wp103 3800 19 5 9 16

Wpl03A 3950 14 3 7 12

Wpl04 3800 12 3 6 10

Wpl04 3950 2 0 I 2

T O T A L 7.463 1,770 3,541 6,196

Rio Rico Water System (REV No. 1) M a s t e r  P l a n

Table 3.13. Existing Water Usage Summarv (May 2008)

WestLand Resource. Inc
Engineeringand Environmental Consultants
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Rio Rico Water System (REV No. 1) Master Plan

3.4. EXISTING SYSTEM REQUIREMENTS

The water system design criteria, as previously provided was used to develop the existing capacity

upgrade requirements for the RRU Water System. Existing system requirements include the capacity

upgrades needed for wells and storage to serve all existing connected parcels

3.4.1. Existing Well Capacity

Well production requirements are based on meeting PDD with the largest well out of service. The entire

RRU Water System is supplied by six active wells that feed directly into the 3650 pressure zone. The

wells are interconnected by a network of 12 and 16 inch diameter pipes that run parallel to and across the

Santa Cruz River. Water for the remaining pressure zones is boosted from the 3650 pressure zone to the

various service areas throughout the water system by a series of booster pumps at existing water plants

Since all of the wells pump directly into the 3650 pressure zone which supplies the rest of the system, it is

necessary to evaluate current well capacity on a global basis rather than on the basis of individual

pressure zones

The total well capacity for the water system is, from Table 3.9, 5,200 rpm, Well No. 6 has the greatest

pumping capacity at 1,500 rpm. With Well No. 6 out of the service, the remaining well capacity would

be 3,700 rpm. The PDD from Table 3.13 is 3,541 rpm, which indicates a well capacity surplus of

approximately 150 rpm for the existing water system

3.4.2. Existing Storage

Storage sizing requirements are based on meeting the ADD. The total existing water system storage

volume is 2,130,000 gallons (See Table 3.1 l). The calculated ADD for the system based on Table 3.13 is

approximately 2,548,800 mil l ion gal lons (MG) (1,770 rpm x 1,440 minutes/day). The exist ing

aboveground storage deficit is approximately 418,000 gallons

3.4.3. Existing Distribution System

The distribution system, including booster capacity, appears to be meeting current system needs

However, portions of the distribution system are in excess of 30 years old, which may impact system

capacity

WestLand Resources. Inc
Engineering and Environmental Consultants
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Rio Rico Water System (REV No. 1) Master Plan

CHAPTER 4 FUTURE SYSTEM ANALYSIS

4.1. FUTURE ANALYSlS introduction

The water system design criteria established in the Existing System Design Criteria (Chapter 3) are used

to develop the future water system capacity requirements. Future system requirements include well

capacity, storage capacity, and booster capacity to serve buildout system demands. Future infrastructure

requirements will be determined on a service area by service area basis and are described in more detail in

the following sections

4.2. FUTURE DEMAND PROJECTIONS

Some of the Ranchettes, Villas, and Units originally platted within Rio Rico are excluded from water

master planning due to the uncertain nature of whether they will be constructed in the foreseeable future

if at all. Some of the excluded developments were originally platted with very large parcels which would

most likely be served by individual wells. The developments excluded from the water master plan are

Ranchettes Unit 8, Ranchettes Unit 13 (Sonoita Creek Ranch), Ranchettes Unit 15, Ranchettes Unit 16

Ranchettes Unit 19 (Sonoita Creek Ranch), Villas Unit 9, and Estates Unit 12. Those excluded

developments will require their own water master plans defining their individual infrastructure

requirements if and when they are developed in the future. The locations of the excluded units can be

seen in Exhibit 3 in the Appendix

Rio Rico Properties has also sold 2,842 units scattered throughout Rio Rico to a private developer which

are known as the Vatari Lots. These units have been sold with the restriction that they cannot be built on

and are dedicated as open space. These units account for approximately 9 percent of the total equivalent

units included in this master plan

In addition to the Vatari Lots, it is probable that the rugged terrain of Rio Rico will impose significant

limitations on the contractibility of some parcels. Past assessments performed by Rio Rico Properties

have assumed that 10 percent of the lots are non-buildable. This report assumes a slightly more

conservative estimate from a water master planning perspective of 8 percent non-buildable parcels

The following tables provide a summary of the total units that will be served water by RRU. The units

are separated by whether they are east or west of Interstate 19 (I-19) for purposes of planning future

infrastructure. The numbers of buildable units are derived by subtracting out the Vitari Lots and 8 percent

non-buildable units. A detailed spreadsheet showing how the projected number of total buildable units

was derived is included in Appendix A. Table 4.1 provides a summary of the buildout water demands

east of the 1-19

WestLand Resources. Inc
Engineering and Environmental Consultants
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Estates 16 893 304,985 424

Estates 14 927 316,682 440

Estates 3 402 137,229 191

Estates 10 844 288,152 400

Estates ll 374 127,814 178

Villas ll 763 260,478 362

Villas 12 757 258,481 359

Villas 10 623 212,833 296

Villasl4 250 85,304 118

Villas 5 915 312,688 434

Villas 16 281 96,146 134

Ranchettes 18 1,696 579,443 805

Ranchettes 17 1,437 490,7l 5 682

Ranchettes 4 867 296,141 411

Ranchettes 3 697 237,940 330

Ranchettes l l 600 205,130 285

Ranchettes 14 851 290,720 404

Ranchettes 12 945 322,959 449

Unit 3 580 197,998 275

Unit 15 716 244,501 340

North Industrial Park 1,538 525,52 l 730

TOTAL 16,955 5,791,860 8,044

Rio Rico Water System (REV No. 1) Master P/an

Table 4.1. Water Demands East of 1-19

WestLand Resources. Inc
Engineering and Environmental oonsuitants

Q:\Jobs\200's\23 I ,29\Water Master Plan\Rio Rico Water Master Plan Final REV No I - l00908.doc



DD
(Svs)

D13

Estates 9 701 239,366 332

Estates 4 633 216,257 300

Estates 6 204 69,613 97

Estates 7 342 l 16,973 I62

Estates 13 760 259,622 361

Estates 8 704 240,507 334

Villas 13 738 252,205 350

Villas 18 289 98,114 137

Ranchettes 10 593 202,562 281

Ranchettes 9 441 150,638 209

Ranchettes 7 241 82,45 l 115

Ranchcttes 5 395 134,947 187

Unit 6 501 111,180 238

Unit 7 681 232,5 l9 323

Unit 4 308 105,275 146

South Industrial Park 428 146,073 203

TOTAL 1,959 2,718,902 3,776

Rio Rico Water System (REV No. 1) Master Plan

Table 4.2 provides a summary of the buildout water demands west of 1-19

Table 4.2. Water Demands West of 1-19

4.3. FUTURE SYSTEM REQUIREMENTS

As new development occurs throughout the water service area, it is critical that wells, reservoirs, and

booster stations are installed within the appropriate water system pressure zones. In addit ion, i t  is

necessary that pipelines be strategically located to provide service to new developments as they occur but

also in a way that provides for additional downstream development where applicable. Judicious selection

of facility capacities and locations will provide for liexible and reliable operation of the water system

during all stages of development

WestLand Resources. Inc
Engineering and Environmental Consultants
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All of the existing wells sewing the RRU water system are located within a condor that follows the

SantaCruz River. The Long Range Plan and Four Year Plan proposed close to 50 wells to ultimately be

drilled along the Santa Cruz River

4.3.1. Future Well Capacity

Rio Rico Water System (REV No. 1)

Table 4.3 provides a summary of the existing wells east of 1-19

Table 4.4 provides a summary of the existing wells west of 1-19

Table 4.4. Existing Well Capacity Summary West of 1-19
......

Table 4.3. Existing Well Capacity Summary East of 1-19

E-3QM .

Well No. 5
Well No. 15
Well No. 86

Wang

Subtotal

E aria

Ma star Plan

Well No. 6
Well No. 8
Well No. 52

Subtotal

The average well capacity for the existing wells is approximately 900 rpm and it is assumed that fume

wells will have similar capacities. As previously specified in Chapter 3 of this report, well capacity is

based on meeting PDD with the largest well out of service

The calculated PDD of the portion of Rio Rico east of 1-19 is calculated in Table 4.1 to be 8,044 rpm

which provides a well capacity deficit of 5,444 rpm (8,044 rpm - 2,600 rpm). Approximately six new

wells will be required to meet the PDD plus a redundant well for seven future wells

A similar calculation is provided to determine the number of new wells to serve the west portion of 1-19

The PDD for thewest portion of Rio Rico is calculated to be 3,776 rpm (See Table 4.2). Subtracting out

the existing wells leaves a capacity deficit of 1,176 rpm (3,776 .- 2,600). Approximately two new wells

will be required on the west side of 1-19 plus one redundant well for three future wells

WestLand Resources. Inc
Engineering and Environmental Consultants
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Water Plant 1 3650 640,000

Water Plant 56 3650 100,000

Water Plant 81 3650 1 000,000

Subtotal 1 740,000

19...Wé§¥ Ar I
giazeiiiC a

Water Plant 38 3650 200,000

Water Plant 29 3800 150,000

Subtotal 350,000

Rio Rico Water System (REV No. 1) Master Plan

The  new  w e l l s  shou l d  be  s i zed  and  l oca t ed  t o  e f f i c i en t l y  p rov i de  sou rce  capac i t y  w i t hou t  ove r

pressurizing the lower 3650-Zone. I t  is ant icipated that the wel ls wi l l  cont inue to be level control led by

the 3650-Zone reservoi rs. Operat ional  guidel ines for mul t ip le wel ls  pumping to several  reservoi rs

floating the same zone are discussed in more detail below in this chapter

Well siting analysis and design shall also consider what impacts if any exist from effluent discharges from

the existing Nogales International Wastewater Treatment Plant (NIWTP) or future Rio Rico wastewater

treatment system

4 . 3 . 2 .  S to ra g e  C a p a c i ty

The storage requirement has been previously described in Chapter 3 which is to provide a storage volume

equal to the ADD. Tables 4.5 and 4.6 provide a summary of the existing aboveground storage reservoirs

and their respective locations west and east of 1-19

Table 4.5. Existing Reservoir Storage Summary East of 1-19

The calculated ADD of the portion of Rio Rico east of 1-19 is calculated above as approximately 5.79 MG

(see Table 4.1) which provides a storage capaci ty def ici t  of  approximately 4 . 0 5  M G (5.79 M G  -  1 . 7 4

Table 4.6. Existing Reservoir Storage Summary West of 1-19

A similar calculation is provided to detennine the storage requirement that serves the west portion of 1-19

The ADD for the west port ion of  Rio Rico is calculated to be 2.72 MG (See Table 4.2).  Subtract ing out

the existing storage reservoirs leaves a capacity deficit of 2 .37 MG (2.72 MG- 0.35 MG)

W estLand Resources .  I nc
Engineeringand Environmental Consultants

Q:Vobs\200's\23l.29\Water Master Plan\Rio Rico Water Master Plan Final REVNo. 1 - l00908doc
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l 2,085 712,392

2 1,055 360,333

3 10,368 3,541,705

4 642 219,395

5 984 336,083
6 1,821 621,952

TOTAL 16,955 5,791,860

A Rea
mzlaalsze

ADI]
rgaxrassy

7 5,844 1 996,239

8 1 483 506,691
9 632 215,972

TOTAL 7 959 2,718,902

Rio Rico Water System (REV No. 1) Master Plan

The Rio Rico service area was separated into several smaller areas to locate arid size the future storage

reservoirs. The limits of the smaller service areas were developed based on their potential to share

regional facilities, pressure zone, and topographical boundaries including major washes. The separations

are shown in Exhibit 2. A detailed spreadsheet showing how the numbers of buildable units and demand

by service were calculated is included in Appendix B

The Table 4.7 provides a summary of the approximate number of customers in each area east of 1-19

Table 4.7. Reservoir Service Area Summary East of 1-19

The Table 4.8 provides a summary of the approximate number of customers in each area west of 1-19

Table 4.8. Reservoir Service Area Summary West of I~l9

Table 4.9 provides a summary of the future storage reservoirs and sizes east of 1-19. The storage capacity

is calculated by subtracting the existing storage capacity in Table 4.5 from the total storage requirement

by service area in Table 4.7 (5.79 MG .- 1.74 MG = 4.05 MG)

WestLand Resources. Inc
Engineering and Environmental Consultants
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Water Plant 7 3950 250,000 3 (Portion)

Water Plant 55 3650 250,000 3 (Portion)

Water Plant 103 3650 600,000 3 (Portion)

Water Plant 116 3650 575,000 3 (Portion)

Water Plant 58 3800 650,000 6 (Portion)

Water Plant 79 3800 750,000 1

Water Plant 105 3800 375,000 2

Water Plant 114 3950 350,000 5

Water Plant 122 3950 250,000 4

TOTAL 4,050,000
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W a t e r  P l a n t  2 6 3650 7 5 0 , 0 0 0

9
7

(Portion)

Water Plant 30 3650 5 0 0 , 0 0 0
7

(Portion)

W a t e r P l a n t  3 8 3650 4 0 0 , 0 0 0
7

( P o r t i o n )

W a t e r  P l a n t  4 4 3650 5 0 , 0 0 0
7

(Portion)

W a t e r  P l a n t  2 7 3800 3 7 5 , 0 0 0 8

Water Plant 43 3950 3 0 0 , 0 0 0
7

( P o r t i o n )

TOTAL 2 , 3 7 5 , 0 0 0

R i o  R i c o  W a t e r  S y s t e m  ( R E V  N o .  1 ) M a s t e r P l a n

T a b l e  4 . 9 .  F u t u r e  R e s e r v o i r  S t o r a g e  S u m m a r y  E a s t  o f  1 - 1 9

T a b l e  4 . 1 0  p r o v i d e s  a  s u m m a r y  o f  t h e  f u t u r e  s t o r a g e  r e s e r v o i r s  w e s t  o f  1 - 1 9 .  T h e  s t o r a g e  c a p a c i t y  i s

c a l c u l a t e d  b y  s u b t r a c t i n g  t h e  e x i s t i n g  s t o r a g e  c a p a c i t y  i n  T a b l e  4 . 6  f r o m  t h e  t o t a l  s t o r a g e  r e q u i r e m e n t  b y

s e r v i c e  a r e a  i n  T a b l e  4 . 8  ( 2 . 7 1 8  M G  -  0 . 3 5 0  M G  = 2 . 3 7 5  M G )

T a b l e  4 . 1 0 .  F u t u r e  R e s e r v o i r  S t o r a g e  S u m m a r y  W e s t  o f  1 - 1 9

T h e  s c h e m a t i c  r e s e r v o i r  s i t e s  h a v e  b e e n  s e l e c t e d  b a s e d  o n  c o o r d i n a t i o n  w i t h  R R U  a n d  s i t e s  d e s c r i b e d  i n

t h e  L o n g  R a n g e  P l a n  a n d  F o u r  Y e a r  P l a n  a n d  a r e s h o w n  i n  E x h i b i t  1  a n d  i n  A p p e n d i x  B .  T h e  f i n a l

r e s e r v o i r s  s i z e s  a n d  l o c a t i o n s  w i l l  r e q u i r e  a  m o r e  d e t a i l e d  r e v i e w  o f  c o n s t r u c t i b i l i t y  o f  t e r r a i n ,  p r o p e r l y

a c q u i s i t i o n ,  p i p e l i n e  s i z e s ,  a n d  d e v e l o p m e n t  p r o j e c t i o n s

W e s t L a n d  R e s o u r c e s .  I r e
Engineering and Environmental Consultants
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Water Plant 103"
3800 Level Control @ Future WP 105

3950 Pressure Control

Water Plant 55
3800 Pressure Control

3950 Level Control @ Future WP 114)

Water Plant 116
3800 Pressure Control

3950 Level Control @ Future WP 122

Water Plant 78 4100 Pressure Control

Water Plant 79 4100 Pressure Control

Water Plant 105 4100 Pressure Control

Rio Rico Water System (REV No. 1) Master Plan

4.3.3. 3650-Zone Well and Reservoir Control

The 3650-Zone will continue to be provided floating storage by multiple reservoirs tilled by the same

wells. This method of operation will require consistency in design to prevent reservoir overflows and

tanks from completely draining out. The existing 3650-Zone reservoirs are approximately 30 feet tall

which sets the height standard for all future 3650-Zone reservoirs. Reservoirs with similar heights have

less potential to overflow one another than those with variations in overflow/weir elevations

Potential for overflowing tanks will also be mitigated by installing motor operated valves on the reservoir

fills/inlets which will slowly close when the tanks are full. This process allows other tanks in the 3650

Zone to continue filling off the same wells. Slow control valve operation is critical to control water

hammer/surge

Some 3650-Zone transmission mains may also require upsizing to efficiently transfer water to the future

reservoir locations. In some cases, additional telemetry control measures may be required so that only

certain wells will be level controlled by particular reservoirs and not be allowed to pump from one end of

the system to the other, potentially over pressurizing some areas

4.3.4. Distribution System

The Long Range Plan and Four Year Plan proposed approximately 125 total booster stations of various

capacities to serve Rio Rico. The future booster facilities described in this report are based on a review of

the constructed system and recommendations of RRU operations staff

Table 4.11 provides a summary of the future booster stations east of 1-19

Table 4.11. Future Booster Station Summary East of 1-19

The existing 3950-Zone booster at WP 103 will be replaced by a new 3950-Zone booster station
during the site upgrades which will include a new reservoir

WestLand Resources, Inc
Engineering and Environmental Consultants

Q:Vobs\200's\23 l .29\Water Master Plan\Rio Rico Water Master Plan Final REV No. 1 - l00908.doc
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Lever Ciiii\$i'iillTank

Water Plant 26 3800 Pressure Control

Water Plant 30 3800 I WP 29Level Control

Water Plant 27 3950 Pressure Control

Rio Rico Wafer System (REV No. 1) Master Plan

Table 4.12 provides a summary of the future booster stations west of 1-19

Table 4.12. Future Booster Station Summary West of 1-19

As previously stated, booster stations pumping to elevated storage shall be sized to meet PDD. Booster

facilities pumping to portions of the distribution system without elevated storage shall be sized to meet

PHD or Instantaneous Demand, whichever is greater. Final booster station capacity may require upsizing

to meet future fire flow requirements as required by the authority having jurisdiction

WestLand Resources, Inc
Engineering and Environmental Consultants
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Rio Rico Water System (REV No. 1) Master Plan

CHAPTER 5 CAPITAL IMPROVEMENT PLAN

5.1. INTRODUCTION

Chapter 5 presents the infrastructure cost estimates and a capital improvement plan (CIP) for the upgrades

to the existing system and future facility expansions previously discussed in Chapters 3 and 4 for the next

five years. The water utility currently has adequate source and transmission facilities, as defined in

Chapter 3, to provide service to the existing customers. The existing system is deficient in aboveground

storage capacity. A list of the proposed infrastructure projects and associated cost projections are

provided in Table 5. l, near the end of this chapter. The following sections provide the assumptions made

in projecting the infrastructure costs

5.2. COST PROJECTION ASSUMPTIONS

Due to the fact that the Master Plan planning document shows conceptual layouts for proposed facilities

assumptions were made to predict probable construction costs. Standard assumptions were made for

several categories of improvements based on recent bids of similar projects and discussions with local

contractors. All costs provided in this report and appendices exclude property and easement acquisition

Costs also exclude three-phase power to the sites. Costs are based on July 2008 costs

5.2.1. Installation of Water Mains

Based on recent bids in other water utilities and standard assumption of soil conditions, the following
costs were used for water main installation. RRU requires that all new water mains be constructed ductile

iron pipe (DIP)

$45 per lineal feet (If) of 6-inch DIP water main

$60 per If of 8-inch DIP water main

$95 per If of 12-inch DIP water main

$140 per If of 16-inch DIP water main

$10 per If additional for pavement replacement, where specifically identified

$15,000 additional for pressure reducing valve station in below ground concrete vault

The cost excluded rock excavation. This cost assumption includes valves, fittings, and appurtenances

required for the installation of the future water mains. The cost assumption does not include easement

acquisition or abandonment and removal of existing water mains which may be required for upsizing or

replacement of facilities. Waterline extensions to new customers in Rio Rico have historically been

funded by Rio Rico Properties

WestLand Resources. Inc
Engineering and Environmental Consultants

Q:\Iobs\200's\23 l 29\Water Master Plan\Rio Rico Water Master Plan Find REV No. I . l00908.doc
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Rio Rico Water System (REV No. 1) MasterPlan

5.2.2. Installation of Reservoirs

The two most commonly used types of storage facilities are welded steel reservoirs and belowground

concrete reservoirs. Welded steel reservoirs are generally less expensive to install than concrete

reservoirs. All of Rio Rico's storage tanks have been constructed using aboveground steel tanks. It is

assumed that the majority of storage required for the Rio Rico water system can be accomplished with

welded steel reservoirs. A construction cost of $0.80 to $2.00 per gallon for welded steel storage

reservoirs is utilized in the CIP. This range is provided to accommodate the large variation in sizes and

site work required for the reservoirs throughout Rio Rico. This cost assumption includes a steel reservoir

foundation preparation, site piping, telemetry, motor control valve, and chain link fencing. This cost

assumption does not include site acquisition

The rugged terrain of Rio Rico will likely be the most significant factor in determining the final cost and

phasing of future storage. All of Rio Rico's large reservoir sites have required some site grading and

varying degrees of slope projection. It is assumed that future storage sites will also require significant

amounts of grading and slope stabilization. Due to the limited number of suitable storage sites, it is

recommended that the water utility develop the full storage potential of each site When available

5.2.3. Well Installations

Using recent bids and applying standard assumptions for drilling rig requirements for access, a cost of

$650,000 was assumed to drill and equip each new well. This cost projection includes standard drilling

operations, well casing, sanitary seal, well column tube and shaft, motor, and pump bowl assembly

assuming the wells are to be dril led using an reverse-circulation, air-rotary dril l ing rig. The cost

assumption also includes components for site piping and equipment, hydropneumatic tank, site grading

chain link fence, and telemetry. The cost excludes site acquisition, bringing three-phase power to the site

or water treatment facilities

5.2.4. Booster Stations

The more recently constructed booster stations at Water Plant Nos. 104 and 81 have uti l ized slid

mounted, pre-packaged variable frequency drive (VFD) stations with small bladder tanks. A construction

cost of $250,000 to $450,000 per booster station is utilized in this CIP. This cost range is provided to

account for varying degrees of pump capacities, electrical upgrades, demolition, and provisions for

temporary service or keeping existing booster stations online as may be required for replacements of

existing facilities. Back-up generator costs are not included, however, additional cost have been added to

account for a manual transfer switch and generator receptacle. This cost assumption includes minimal

site piping and equipment, site grading, chain l ink fences, and telemetry. The cost excludes site

acquisition or bringing three-phase power to the site

WestLand Resources. Inc
Engineering and Environmental Consultants
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59
Demolish and replace existing 3800-
Zone booster with a new packaged
VFD pump station.

$350,000 $87,500 $437,500 1

7

Demolish and replace existing 3950-
Zone booster with a new packaged
VFD pump station.

$400,000 $100,000 $500,000 1-2

7
Replace existing 10,000 gallon
forebay reservoir with new 250,000
gallon 3800-Zone floating reservoir.

$425,000 $106,250 $531,250 1-2

7

Extend existing 3800-Zone l2-lmch
water  main up to new tank f or
fill/float line and provide additional
access road.

s l00,000 $25,000 $125,000 1-2

44
Demolish and replace existing 3800-
Zone booster with a new packaged
VFD pump station.

$300,000 $75,000 $375,000 2-3

44
Replace existing 10,000 gallon
forebay reservoir with new 50,000
gallon forebay reservoir.

$85,000 $21,250 $106,250 2-3

58

Demolish and replace existing 3950
and 4150-Zone booster stations with
a new two-zone packaged V F D
pump station.

$350,000 $87,500 $437,500 2-3

58

Construct new 250,000 (Phase I
Minimum Size) gallon reservoir.
Bui ldout  s torage at  th is  s i te is
projected to be 650,000 gallons.

$375,000 $93,750 $468,750 2-3

30
Demolish and replace evdsting 3800-
Zone booster with a new packaged
VFD pump station.

$300,000 $75,000 $375,000 3-5

Rio Rico Water System (REV No. 1) Master Plan

5.2.5. Engineering and Contingencies

Due to the planning nature of the locations of the facilities proposed in the Master Plan, contingencies are

added to reflect unforeseen conditions that may affect the individual projects. Unforeseen conditions can

range from environmental issues that may need to be addressed on individual projects, to easements that

may need to be acquired for pipeline construction. This cost component also includes engineering fees

permits, inspection, and project management. Engineering and contingencies of 25 percent have been

included in the cost as shown in Table 5. l

Table 5.1. Five-Year Capital Improvement Plan Cost Projections

WestLand Resources. Inc
Engineering and Environmental Consultants
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APPENDIX A

R10 Rico DEMANDS

EAST AND WEST oF

1-19 CALCULATION

SPREADSHEETS
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Rio Rico Utilities Wastewater (REV No. 1) Master Plan

1. INTRODUCTION

The purpose of this document is to provide a master plan for the Rio Rico Utilities (RRU) wastewater

collection and treatment systems and to address current and future infrastructure requirements. This

wastewater master plan will provide a planning basis for present and future operation of the RRU

wastewater collection and treatment systems in a manner consistent with the existing facilities, physical

constraints, and resources of RRU. The infrastructure evaluation and requirements are developed based

on the Arizona Department of Environmental Quality (ADEQ) regulations and standard engineering

practices

Rio Rico encompasses approximately 55,000 acres located 15 miles north of Nogales, Arizona in Santa
Cruz County. The project is platted into individual developments or subdivisions consisting of Urban
Units, Villas, Estates, Ranchettes, and Industrial Parks. The vast majority of Rio Rico wastewater
treatment will continue to be served by individual septic systems. Rio Rico Utilities currently provides
sewer service to specific portions of Rio Rico including some Urban Units, several Villas communities
and the South Industrial Park

This master plan provides population and wastewater flow projections at five-year intervals up to the

projected buildout. Residential and commercial wastewater flow contributions are derived based on

current metered data which has been compared to the numbers and types of existing connections. This

document includes a description and analysis of the existing infrastructure. The system infrastructure is

also analyzed for capacity to serve future growth and provides recommendations for future facility

expansion. Growth rates are projected at five-year intervals with buildout projections

WestLand Resources. Inc
Engineering and Environmental Consultants
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Rio Rico Utilities Wastewater (REV No. 1) Master Plan

2. EXISTING WASTEWATER CONVEYANCE AND TREATMENT SYSTEM

Rio Rico is separated into two major service areas generally referred to as the North and South sewer

basins. Both basins operate independently of one another. The South sewer basin includes the majority

of the existing and projected customers. The layouts of the sewer service areas are depicted on the color

figure provided in Appendix A

The South sewer basin consists of the South Industrial Park, Unit 3, Unit 4, Unit 7, Unit 15, a portion of
Estates Unit 8. Villas 5. Villas 13. and Villas 18. This sewer basin includes four lift stations and a
collection of gravity mains that convey this basin's How to Lift Station No. 1. This lift station pumps
through approximately 11,500 feet of 8-inch Class 160 polyvinyl chloride (PVC) force main to the
International Outfall Interceptor's (IOI) Manhole No. 86 located upstream of the Nogales International
Wastewater Treatment Plant (NIWTP)

The North sewer basin includes the undeveloped North Industrial Park, Villas 12, and a portion of Estates

Unit 16. Rio Rico Villas 12 and a portion of Estates 16 compose Sub-Basin A which either currently, or

have potential to treat their wastewater flows at the existing Villas 12 Evaporation Ponds. Sub-Basin B

includes the undeveloped North Industrial Park located along the Santa Cruz River

The following sections provide an analysis of the existing and projected customers in each manor sewer

basin and include more detailed descriptions of the customers and facilities within the sub-basins

WestLand Resources. Inc
Engineering and Environmental Consultants
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Rio Rico Utilities Wastewater (REV No. 1) Master Plan

3. SOUTH SEWER BASIN

3.1. RioRico SOUTH SEWER Sus-BAslns

The South sewer basin is the larger of the two sewer basins and is projected to include the most growth
All of the South sewer basins flows are currently conveyed to the existing Lift Station No. 1 where they

are pumped to the NIWTP. The following sections provide a more detailed description of each South
sewer sub-basin

3.1.1. South Sewer Sub-Basin A

Sewer Sub-Basin A consists of commercial facilities within the South Industrial Park and a small portion
of Estates Unit 8. The South Industrial Park consists primarily of large warehouses and truck drop-off
and loading facilities. South Industrial Park wastewater flows are conveyed north by gravity to Lift
Station No. l, where they are pumped to the NIWTP. There is an existing 10-inch sewer which provides
the majority of the South Industrial Parks wastewater flows which increases to 12-inch before flowing
into the Lift Station No. l site piping, There is an 8-inch sewer main near the south of this sewer basin
that extends toward the southern boundary of the service area

3.1.2. South Sewer Sub-Basin B

Existing sewer Sub-Basin B contains residential homes within Unit 3. This sub-basin will also provide
future service to residential units in Villas Unit 5 and residential units and commercial facilities within
Unit 15. There are plans to construct a future school near the southern boundary of Villas Unit 5. The
wastewater flows are conveyed southwest by a 12-inch gravity main which connects to a l6-inch gravity
main constructed under the Santa Cruz River. The 16-inch main connects to Lift Station No. l, where
flows are then pumped to the NIWTP

3.1.3. South Sewer Sub-Basin C

Sub-Basin C consists of residential units and commercial facilities within Unit 7. This sub-basin will also

provide service for residential customers in Unit 4. Flows from these units are conveyed by a network of

8-inch gravity sewer mains. A 12-inch spine sewer conveys these Hows east and across Interstate 19

(I-19) to Lift Station No. l

3.1.4.  South Sewer Sub-Basin D

This sewer sub-basin consists of residential homes within Villas 13 and commercial facilities within

Villas 13 and Villas 18. The Villas 13 evaporation ponds are located near the northern boundary of this

sub-basin and are permitted and maintained for emergency use only. This basin's flows are conveyed

north by 10, 12, and 16-inch gravity mains into Lil? Station No. 3 where they are pumped south to Lift

Station No. 2. Lift Station No. 2 pumps into the Unit 7 gravity mains where they are conveyed east to

Lift Station No. l

WestLand Resources. Inc
Engineering and Environmental Consultants
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D)
Max um

4M G
2003 0.42 0.22 0.35
2004 0.44 0.30 0.39
2005 0.46 0.32 0.40
2006 0.47 0.36 0.43
2007 0.55 0.31 0.43

T O

Rea

November (2006) 2,373,000 256 9,270 309

December (2006 2,401,000 256 9,379 313

Janu (2007 2,353,000 256 9,191 306

Febm (2007 2,363,000 256 9,230 308

March(2007 3,453,000 256 13,488 450

April (2007 2,524,000 256 9,859 329

May (2007 2,685,000 256 10,488 350

June (2007 2,785,000 256 10,879 363

July (2007) 1,754,000 256 6,852 228

August (2007) 1,757,000 256 6,863 229

September 2007 1,542,000 256 6,023 201
October (2007) 1,801,000 256 7,035 235

Rio Rico Utilities Wastewater (REV No. 1) Master Plan

4. EXISTING POPULATION AND FLOW DATA

The  four  ex i s t i ng Sou t h  sewer  sub-bas i ns  have  an  ave rage  me t e r ed  f l ow a t  Li l t  S t a t i on  No.  1  of

approximately 0.43 million gallons per day (mud). Table 4-1 shows the historic metered flows

Table 4-1. Rio Rico South Sewer Basin Historical Metered Flows (2003-2007)

The overwhelming majority of the existing wastewater customers are residential units. There is very little
commercial development. The South Industrial Park is built out and contributes wastewater flows to Lift
Station No. 1. Table 4-2 provides a summary of the water use within the South Industrial Park

Table 4-2. South Industrial Park Water Use Data

The low, average, and high water uses are calculated to be 201, 302, and 450 gallons per industrial acre

per day (gpiad). This master plan assumes that the existing average daily wastewater flow is 242 gpiad

which is 80 percent of the average water use. The projected wastewater flows from the South Industrial

Park are calculated to be approximately 61,952 gallons (242 gpiad x 256 acres)

The South Industrial Park consists primari ly of large warehouses and storage faci l i t ies which may not be

representat ive of  future industrial  developments including the North Industrial  Park.  This master plan
assumes that future industrial developments wil l have average wastewater f lows of 500 gpiad

WestLand Resources. Inc
Engineering and Environmental Consultants
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Another non-residential customer that contributes significant wastewater flows includes the three existing

schools in Villas 13. Table 4-3 provides a summary of the calculated wastewater contributions from each

school based on the standard engineering criteria provided by ADEQ

Table 4-3. Existing School Wastewater Flows in Villas 13

Number of students derived from Arizona School Report Cards for Academic Years 2006-2007
Number of staff assumes one staff member per 20 students or 5 percent student populations
Student and staff wastewater flows per AAC, Title 18, Ch. 9 Unit Design Flow Tables

The existing schools are calculated to have an average dry weather flow (ADWF) of 53,982 gallons. The

flow calculations for the schools are based on standard calculations provided by and accepted by ADEQ

and may be greater than the actual flows

The following calculation is used to estimate the gallons per capita day (gpcd) flow assuming a residency

rate of 2.8 persons per housing unit (pphu)

(430,000 gal lons  per  day (god)  @ Li ft  Sta t ion 1)  - (61,952 god @ South Indust r ia l  Park)

(53,982 god @ Schools) = 314,066 god remaining

314,066 god = [(2.8 pphu) x (1,928 existing residential connections) x (X cpd)]

Solving for X yields 58 gpcd wastewater flow

The calculations used to derive the average gpcd may not be appropriate for design of future wastewater

conveyance and treatment facilities. This master plan assumes a more conservative 70 gpcd be used for

planning purposes

Storm events have historically shown an increase in wastewater flows of approximately 60,000 god at Lift
Station No. l. Wet weather infiltration is most significant in the South Industrial Park. The existing
South sewer basin service area encompasses approximately 1,700 acres. The wet weather infiltration is
calculated to be 35 gallons per acre (szpad) (60,000 god/ 1,700 acres)

WestLand Resources. Inc
Engineering and Environmental Consultants
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Rio Rico Utilities Wastewater (REV No. 1) Master Plan

5. POPULATION AND WASTEWATER FLOW PROJECTIONS

The wastewater flows generated by the sewer basins described in this document are developed based on

the existing metered flows at Lilt Station No. 1 and water meter data of commercial customers provided

by the utility. The flow projection criteria should be re-examined during phase designs so future upgrades

are sufficiently sized to account for the latest available data. The design criteria for planning purposes are

as follows

Maintain force main velocities between 3.5 to 6 feet per second (ft/s). In no case shall the

velocity be less than 2 ft/s per ADEQ Bulletin No. 11, Chapter V B.5.a

Lift Station capacity to meet 1. 15 x Peak Wet Weather Flow (PWWF)

Ratio of flow depth in the pipe to the diameter of the pipe (gravity sewers) shall not exceed 0.75
for Peak Dry Weather Flow (PDWF) per R18-9-E301 (D) (2) (e). This document assumes a
Manning's "n" pipe roughness of 0. 13

Average number of persons per residential unit

Future planning average daily per capita contributions

Residential pealing factors based on population per Rl8-9-E301 (D)(l)(b)

2.8

70 gpcd

South Industrial Park Average Daily Flow
North Industnlal Park Average Daily Flow
Commercial Average Daily Flow
Industrial / Commercial Pealing Factor

242 paid

500 paid

1,000 gallons per commercial acre per day (gpacd)

3.0

Wet Weather Infiltration 35 glad

The equations used to calculate ADWF, PDWF, and PWWF are listed as follows

Average Dry Weather Flow (ADWF) (gallons per day) = (No. of residential connections x persons per
connection x average residential daily How) + (No. of commercial connections x commercial average
daily flow)

Peak Dry Weather Flow (PDWF) (gallons per day) = (No. of residential connections x persons per
connection x average residential daily flow x residential peaking factor) + (No. of commercial
connections x commercial average daily flow x commercial peaking factor)

Peak Wet Weather Flow (PWWF) (gallons per day) = PDWF + Wet weather infiltration x No. of
sewered acres

WestLand Resources. Inc
Engineering and Environmental Consultants
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2007 6,024 215 6,239

2006 5,727 212 5,939

2005 5,313 206 5,519
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A

South
Industrial

Park
0 256 0 256 0 61,952 0.00 185,856 8,960 194,816

Estates 8 38 0 0 55 106 6,171 3.53 21,771 1,925 23,696

B

Unit 3 685 0 0 377 1,918 111,244 2.09 232,390 13,195 245,585

Villas 5 0 0 0 0 0 0 0.00 0 0 0

Unit 15 0 0 5 10 0 5,000 0.00 15,000 350 15,350

C
Unit 4 0 0 0 0 0 0 0.00 0 0 0

Unit 7 258 0 26 400 722 67,899 2.49 182,469 14,000 196,469

D
Villas 13 947 0 50 400 2,652 203,793 1.97 452,963 14,000 466,963

Villas 18 0 0 5 173 0 5,000 0.00 15,000 6,055 21,055

TOTAL 1,9zs 256 86 1,671 5,398 461,059 1.73 986,106 58,485 1,044,591

Rio Rico Utilities Wastewater (REV No. 1) Master Plan

5.1. Rlo Rlco GROWTH PROJECTIONS AND HISTORICAL DATA

A summary of water connections within the service areas of the RRU for 2003 through 2007 is shown 'm
Table 5-1

Table 5-1. Water Service Connections (2003-2007)

The increase in water service connections within all of Rio Rico has averaged approximately 10 percent

per year. The growth projections provided below in this report assume that growth within Rio Rico's

sewered service area wil l  fol low a similar trend. I t  is noted that  current  growth in Rio Rico is

significantly less than recent growth in the last five years and has averaged about 4 percent in 2008

5.2. Rao Rico SOUTH SEWER BASIN FLow PROJECTIONS AT FlVE-YEAR INTERVALS

Table 5-2 provides a summary of the existing South sewer basin contributing flows based on the numbers

and types of connections and design criteria presented earlier in this master plan. Future flow projections

are provided at five year increments in Tables 5-2 through 5-5 and a buildout projection in Table 5-6

Table 5-2. Rio Rico South Sewer Basin Flows (2008)

WestLand Resources. Inc
Engineering and Environmental consultants
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Rio Rico Utilities Wastewater (REV No. 1) Master Plan

Table 5-3. Rio Rico South Sewer Basin Flows (2013)

Table 5-4. Rio Rico South Sewer Basin Flows (2018)

Table 5-5. Rio Rico South Sewer Baslul Flows (2023

WestLand Resources. Inc
Engineering and EnvironmentalConsultants
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Park
0 256 0 256 0 61,952 0.00 185,856 64,000 249,856

Estates 8 38 0 0 55 106 7,448 3.53 26,275 13,750 40,025

B
Unit 3 694 0 0 377 1,943 136,024 2.08 283,484 94,250 377,734

Villas 5 1,096 0 0 500 3,069 214,816 0.00 0 125,000 125,000
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Unit 4 370 0 0 260 1,036 72,520 0.00 0 65,000 65,000
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D Villas 13 1,688 0 50 400 4,726 380,848 1.77 736,943 100,000 836,943
Villas 18 0 0 173 173 0 173,000 0.00 519,000 43,250 562,250

TOTAL 4,813 256 618 2,196 13,644 1,635,060 1.46 3,438,127 699,000 4,137,127

Rio Rico Utilities Wastewater (REV No. 1) Master Plan

Table 5-6. Rio Rico South Sewer Basin Flows (Buildout)

At buildout, the South sewer basin is projected to produce an ADWF of approximately 1.6 mud

5.3. SOUTH SEWER BASIN ExlsTlnG INFRASTRUCTURE ANALYSIS

The existing infrastructure has been analyzed to determine the system capacity. Recommendations for

future upgrades are provided in the future system analysis later in this report

5.3.1. Gravity Sewer Interceptors (South Sewer Basin Existing Capacity Analysis)

The locations of the spine sewer mains and lift stations are shown in the Rio Rico Utilities Service Area
and Sewer Infrastructure Layout in Appendix A. Internal subdivision gravity sewer mains are typically 8
inches with sufficient capacity to sewer those units. Only spine interceptor gravity mains are evaluated
for capacity at the projected flows

The gravity spine interceptor sewers consist of 8- through 16-inch mains. The sewer mains were

evaluated by their respective reaches according to sewer size and minimum slope at each reach. The

gravity sewer capacity analysis includes data derived from the Rio Rico Sewer Basin and Wastewater

Treatment Feasibility Study (W LB 1996) and has not been field verified. The slope and calculated

capacity of Reach 7 is based on as-built plans titled Sewer Augmentation Plan for Rio Rico Unit 7

(WestLand Resources, Inc. (WestLand) 1998)

WestLand Resources. Inc
Engineering and Environmental Consultants
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Rio Rico Ut i l i t i es  Was tewater  (REV No.  1) Master Plan

A summary  o f  each sewer  reach in  t he South Sewer  Bas in  i s  prov ided in  Table  5-7

Table 5-7. Rio Rico South Sewer Basin Gravity Sewer Capacity Summary

The existing spine gravity mains are adequate to convey the existing wastewater flows. Augmentations

and upsizing of facilities are provided in the future system analysis later in this report

5 . 3 . 2 .  S e w e r  L i f t  S t a t i o n s  ( S o u t h  S e w e r  B a s i n  E x i s t i n g  C a p a c i t y  A n a l y s i s )

There are four existing lift stations that provide capacity to portions of the South sewer basin. The lift

stations consist of submersible pumps in concrete wet wells. The pumps typically operate in simplex

operation and take turns being the lead and lag pumps to distribute wear evenly. Table 5-8 provides a

summary of the South sewer basin lift stations

Table 5-8.  Rio Rico South Sewer  Basin Lift Station Capacity Summary

T he  ope ra t i ons  s t a f f  i nd i c a t ed  t ha t  a l l  t he  l i l t  s t a t i ons  a re  ope ra t i ng adequa t e l y  t o  s uppo r t  t he  ex i s t i ng

was t ewa t e r  f l ows

5 . 3 . 3 .  P r e s s u r e  S e w e r  F o r c e  M a i n s  ( S o u t h  S e w e r  B a s i n  E x i s t i n g  C a p a c i t y  A n a l y s i s )

Each lift station discharges wastewater through belowground sewer force mains. In general, the force

mains do not experience significant changes in elevation and the majority of the pipeline pressures are

WestL an d  Resou r ces .  I n c
Engineering and Environmental Consultants
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c rea t ed  by  dy nam i c  pum p i ng heads .  T ab l e  5 -9  p rov i des  a  s um m ary  o f  t he  S ou t h  s ewer  bas i n  l i f t  s t a t i on

f orc e  mains

Table 5-9.  Rio Rico South Sewer  Basin Force Main Capacity Summary

Lift Station Nos. 2 and 3 have 8-inch force mains which typically operate at approximately 2.5 ft/s while
pumping 400 gallons per minute (rpm). This meets the minimum allowable velocity per ADEQ Bulletin
No. l 1, Chapter V B.5.a. but is less than the recommended minimum of 3.5 ft/s

5 . 3 . 4 .  W a s t e w a t e r  T r e a t m e n t  F a c i l i t i e s  ( S o u t h  S e w e r  B a s i n  E x i s t i n g  C a p a c i t y  A n a l y s i s )

R i o  R i c o  h a s  p u r c h a s e d  0 . 5 5  m u d  ( a n n u a l  w a s t e w a t e r  f l o w )  h o r n  t h e  C i t y  o f  N o g a l e s  w h i c h  i s  b e i n g

t r e a t e d  a t  t h e  e x i s t i n g  1 7 . 2  m u d  t r e a t m e n t  p l a n t .  T h e  N I W T P  i s  c u r r e n t l y  b e i n g  u p g r a d e d  t o  i n c r e a s e

e f f l u e n t  q u a l i t y .  R i o  R i c o  i s  i n  t h e  p r o c e s s  o f  n e g o t i a t i n g  w i t h  t h e  C i t y  o f  N o g a l e s  t o  u p s i d e  t h e  u p g r a d e d

p l a n t  b y  0 . 7 4 0  m u d  ( t o t a l  R i o  R i c o  t r e a t m e n t  c a p a c i t y ) .  T h e  c u r r e n t  N I W T P  p l a n t  i s  p e r m i t t e d  f o r  1 7 . 2

m u d  w i t h  9 . 9  m u d  a l l o c a t e d  t o  N o g a l e s ,  S o n o r a ,  a n d  t h e  r e m a i n d e r  g o i n g  t o  N o g a l e s ,  A r i z o n a .  T h e  n e w

N I W T P  p l a n t ' s  c a p a c i t y  i s  c u r r e n t l y  p l a n n e d  f o r  1 4 . 7 4  m u d .  U n d e r  t h e  c u r r e n t  p l a n ,  N o g a l e s ,  S o n o r a

w o u l d  r e m a i n  a t  9 . 9  m u d ,  a n d  N o g a l e s ,  A r i z o n a ' s  s h a r e  w o u l d  d r o p  t o  4 . 1  m u d .  R i o  R i c o  U t i l i t i e s  w o u l d

a c c o u n t  f o r  t h e  o t h e r  0 . 7 4 0  m u d .  T h e  c u r r e n t  c o n s t r u c t i o n  s c h e d u l e  a n t i c i p a t e s  t h e  t r e a t m e n t  p l a n t

u p g r a d e s  w i l l  b e  c o m p l e t e  i n  A u g u s t  o f  2 0 0 9

The Villas 13 evaporation ponds are maintained and permitted for emergency use and may be filled from

a 6-inch bypass force main connecting from Lift  Station No. 3 to the ponds.  The bypass force main was

originally constructed to pump wastewater from a decommissioned li t  station near Lift  Station No. 3 to

the ponds. The plant consists of 8.5 acres (pond surface area) with Cells l ,  2,  and 3 of 3.8,  2.9,  and 1.8

acres,  respectively. The aqui fer  protect ion permi t  (APP)  Fi le  No.  101731 s ta tes  that  the  faci l i ty i s

designed to operate with a daily influent not to exceed 150,000 god

WestL an d  Resou r ces .  I n c
Engineering and Environmental Consultants
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Rio Rico Utilities Wastewater (REV No. 1) Master Plan

5.4. SOUTH SEWER BASIN FUTURE INFRASTRUCTURE ANALYSIS

5.4.1. Gravity Sewer Interceptors (South Sewer Basin Future Capacity Analysis)

A summary of the projected PDWF for each sewer reach is compared to the calculated sewer capacity in

Table 5-10. Detailed calculations for each reach are included in Appendix B

Table 5-10. Rio Rico South Sewer Basin Buildout Gravity Sewer Capacity Summary

Sewer Reach 6 in Sub-Basin C will likely require upsizing to convey the future buildout flows. The
requirement to upside Lift Station No. 3 and consequently Lift Station No. 2 will be the triggering event
for augmentations at Reach 6. Lift station requirements are discussed in more detail later in this report
Note that the capacities of each sewer are based on the minimum slope of the whole reach which may not
be representative of the entire sewer alignment. It may be possible that only a portion of Reach 6 will
actually require an augmentation

The conservative assumptions used in this planning document indicate that Reach 8 may also require an

upsizing which should be re-evaluated in the future based on actual observed flows

5.4.2. Sewer Lift Stations (South Sewer Basin Future Capacity Analysis)

A summary of the projected 1.15 PWWF for each sewer lift station is compared to the calculated capacity
in Table 5-11. Detailed calculations for each lift station and their contributing customers are included in
Appendix B

Table 5-11. Rio Rico South Sewer Basin Buildout Lift Station Capacity Summary

WestLand Resources. Inc
Engineering and Environmental Consultants
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Lift Station No. 1 will require significant upsizing to meet the future Hows from Lift Station Nos. 2 and 3

[926 rpm (buildout capacity) each] and the undeveloped Units 4 (370 total units), Unit 5 (1,096 total
units), and Unit 15 (707 total units and 75 commercial acres)

Lift Station No. 3 will require a minimum upgrade to 926 rpm for buildout of Villas 18 (173 total
commercial acres which is mostly undeveloped) and the majority of Villas 13 (1,688 total residential units
which is slightly more than half built out). Lift Station No. 2 will be required to match the pumping rate
of Lift Station No. 3 since Lift Station No. 2 is effectively an inline transfer station for all of Lift Station
No. 3 flows

5.4.3. Pressure Sewer Force Mains (South Sewer Basin Future Capacity Analysis)

The existing force main capacities are compared with the projected buildout 1.15 PWWF in Table 5-12

Detailed calculations are provided in Appendix B (Lift Station Capacity Tables)

Table 5-12. Rio Rico South Sewer Basin Buildout Force Main Capacity Summary

The new Lift Station No. 1 force main will be designed to provide adequate scour velocities from the
upgraded Lily Station No. l pumping regime which will be affected by the ultimate sizing of a future
wastewater treatment plant. Alternatives for retrofitting Lift Station No. l are provided later in this
master plan

A more detailed analysis will be required at the time of detailed pump upgrade design at Lily Station Nos

2 and 3 to determine whether it is more energy efficient to upside those 8-inch force mains to larger

diameter. Upsizing the force mains would reduce the dynamic pumping heads on the upgraded pumps

which may result in more long-term energy savings

5.4.4. Wastewater Treatment Facilities (South Sewer Basin Future Capacity Analysis)

As previously stated, RRU is in the process of negotiating with the City of Nogales to oversize the
upgraded plant by 0.740 mud to include capacity for Rio Rico. Either additional NIWTP plant capacity

will need to be acquired or a new treatment facility constructed once this capacity is exceeded

Previous planning efforts have recommended that the future South sewer basin wastewater treatment

facility be constructed at the Lift Station No. l site. Although the entire infrastructure system within the

WestLand Resources. Inc
Engineering and Environmental Consultants
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Na Gear,
or Aes!lxetic

100,000 to less than 500,000 500 100

500,000 to less than 1,000,000 750 250

1,000,000 or greater 1000 350

Rio Rico Utilities Wastewater (REV No. 1) Master Plan

South sewer basin has been constructed to convey Hows to this site, it should be noted that a future
treatment plant may be located anywhere the utility is willing and able to acquire a new site for the

treatment plant and easements / right-of-way for a new force main from Lift Station No. l. As previously
stated, all the current flows are being pumped approximately two miles south of Lift Station No. l to the
Nogales IOI gravity sewer

Some other advantages for using the Lift Station No. 1 site are that it has all major utilities including three

phase power, phone, and water, and meets the setback requirements

The setback requirements for wastewater treatment facilities (WWTF) are based on the ultimate system
flows and treatment capacity per Arizona Administrative Code R-18-9-B20l(I). Table 5-13 is adapted
from R-18-9-B201(1)

Table 5-13. Arizona Administrative Code Setback Requirements

Another advantage is that the Lift Station No. 1 site is adjacent to the Santa Cruz River so little effluent
conveyance infrastructure would be required for disposal into the river. The Lift Station No. l site is
across the Santa Cruz River from the golf course malting re-use of effluent for initiation possible with the
construction of additional conveyance facilities including a new reclaimed water pump station and
effluent force main. Figure l provides a summary of Rio Rico Golf Course Initiation usage provided by
the golf course maintenance department

WestLand Resources. Inc
Engineering and Environmental Consultants
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Figure 1. Rio Rieo Golf Course Irrigation Summary

The data indicates that the golf course imlgation demand varies between 115,000 god in January up to

almost 1,200,000 god in June

A disadvantage of the Lift Station No. l site is that a large portion of the site is within the 100-year
floodplain and erosion hazard setback of the Santa Cruz River which is protected to an unknown degree
by a rock riprap berm along the south and east portions of the site. Santa Cruz County will likely require
that a future treatment facility be constructed outside or above the 500-year floodplain. The appropriate
floodplain limits, future site elevation, and flood protection measures would need to be further evaluated
by a qualified hydrologist

The groundwater depth at this site has historically been near the ground surface which may mace

installation and maintenance of buried structures less favorable than other locations not impacted by high

groundwater levels. Portions of a future wastewater treatment facility at this site could be constructed of

aboveground sections to keep some larger structures at grade

The existing Lift Station No. l is equipped to pump approximately two miles south to the IOI at a head of
140 feet. A new treatment plant at Lily Station No. l site would still require a pump station to lift flows
up to the headwords of the plant but that pumping head would be much lower than provided by the
existing pumps at the Lift Station No. 1. Modifications would be required to the existing lift station to
more efficiently pump wastewater flows at a lower head to the headwords of a new treatment facility
Three alternatives for treatment facilities are discussed in the following sections

WestLand Resources. Inc
Engineering and Environmental Consultants
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5.4.4.1. Alterative 1 (Pump All Existing and Future Flows to NIWTP for Treatment)

This alternative assumes that RRU will acquire additional plant capacity and pump all of the South sewer

basins flow, both existing and future, to the NIWTP for treatment. The main advantage to this alternative
is that RRU would not be required to build, permit, and operate a new WWTF

A disadvantage to this alternative is that RRU would not be in control of the day-to-day operation of the
plant or the conveyance and monitoring of flows coming into it. It should be noted that a significant
portion of the wastewater flows into the NIWTP currently come from Nogales, Sonora. Flows from
Nogales, Sonora include both sanitary waste and storm flows which have historically contdbuted to
surcharging of the IOI gravity sewer and overwhelmed the NIWTP

The existing NIWTP may require a significant expansion to meet Rio Rico's South sewer basins flows in
excess of 0.740 mud. Such a facility expansion would require coordination with the other agencies
overseeing the NIWTP including both the City of Nogales and U.S. International Boundary and Water
Commission (IBWC). The required coordination and timing of events may not be practical or even
possible at the time Rio Rico needs additional plant capacity

Another disadvantage to this alternative is that RRU will not have any physical control of the effluent
produced by the NIWTP which may be used to augment some of Rio Rico's water demands

5.4.4.2. Alternative 2 (Construct New WWTF to Treat All of the South Sewer Basin Flows)

Rio Rico Utilities could construct a new WWTF to treat the entire South sewer basins wastewater flows
both existing and buildout, which is calculated to be an ADWF of 1.6 mud (See Table 5-6). The
advantage of constructing a new WWTF is that Rio Rico would be in control over the monitoring and
future planning of influent flows while gaining physical control over the effluent produced. The utility
would also be able to more precisely plan future upgrades and expansions since the only wastewater
contributions will be from within Rio Rico and any outside projects the utility chooses to accept into the
sewer service area. The existing Lift Station No. l could be retrofit to lift flows up to the treatment
plant's headwords rather than pumping to the IOI

One disadvantage to this alternative is that Rio Rico has already paid for 0.55 rngd and possibly up to
0.740 mud of treatment capacity at the NIWTP. Under this alternative, a new treatment plant would need
to include the 0.740 mud plus the additional buildout flows. This would likely result in a significant
capital expenditure which would be passed onto the rate base. There may be a possibility that Rio Rico
could sell the 0.740 mud capacity back to Nogales, Sonora or the Nogales, Arizona which would need to
be negotiated in the future. The utility would have to justify the increased rates for approval by the
Arizona Corporation Commission (ACC) before those costs could be recovered from the customer rate

WestLand Resources. Inc
Engineeringand EnvironmentalConsultants
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5.4.4.3. Alternative 3 (Pump 0.55 MGD to NIWTP and Construct new WWTF)

This alternative considers continued pumping up to 0.55 mud (existing purchased capacity) to the NIWTP

and building a new WWTF to treat the excess wastewater flows up to the buildout of Rio Rico's South

sewer basin. The advantage of this option is that Rio Rico will be able to make use of the pre-purchased

NIWTP treatment capacity while gaining control over the timing and decision making of any future

treatment capacity requirement

The disadvantages of this alternative are similar to but less in scale to those previously discussed in
Alternative 2 for building and operating a new treatment plant. The rate base would not be impacted to
the extent of Alternative 2 because this alternative fully utilizes the 0.55 mud of existing purchased
capacity at the NIWTP. A treatment plant designed under this alternative would require l.l mud (1.64
mud - 0.55 mud) of buildout treatment capacity which could be constructed in phases as required by
future growth. This alternative will also provide Rio Rico with physical control of the effluent produced
by the new plant

5.4.4.3.1. Alternative 3 Implementation

Rio Rico Utilities' purchased plant capacity agreement may allow some flexibility in the design and
operation of a future South sewer basin treatment plant. The utility affirmed that the 0.55 mud of existing
purchased capacity is calculated as an annual average daily flow. The pumped flow rates may fluctuate
throughout the day provided that the annual average daily flow does not to exceed 0.55 mud. This
flexibility in operation may allow a reduction in the size of equalization facilities within the treatment
system typically essential to attenuate peak flow rates since peak flows could be bypassed and pumped to
the NIWTP

Rio Rico may consider a treatment plant design that excludes equalization facilities by varying the pump
discharge at Lift Station No. l to send peak flows (up to 0.55 mud) to the NIWTP. Under this alternative
a new Rio Rico South sewer basin treatment plant would be designed to treat only those flows in excess
of the 0.55 mud. The 0.55 mud could be pumped at varying flow rates as required to the WWTF. Lift
Station No. l pumps and force main may need significant upgrades depending on how much greater the
peak flows become relative to the average flows delivered to a new Rio Rico treatment facility

WestLand Resources. Inc
Engineering and Environmentai Consultants
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s. NORTH SEWER BASIN

6.1. Rio Rico NORTH SEWER Sus-BAslns

The North sewer basin is significantly smaller than the previously described South sewer basin. The

North sewer basins flows are currently conveyed to the Villas 12 evaporation ponds. The following

sections provide a more detailed description of customers and facilities that make-up the two North sewer

sub-basins

6.1.1. North Sewer Sub-Basin A

North Sewer Sub-Basin A currently includes residential units in Rio Rico Villas Unit 12 and a portion of

Rio Rico Estates Unit 16. Rio Rico Villas 12 and portions of Estates 16 encompass approximately 400

acres of residential development. Wastewater is conveyed by a gravity sewer system to Lift Station No

4. Wastewater is pumped from LiR Station No. 4 into the Villas 12 evaporation ponds located in

Josephine Canyon. All of the gravity sewers have already been installed in Villas Unit 12 and portions of

Estates 16

6.1.2. North Sewer Sub-Basin B

Sub-Basin B includes the undeveloped North Industrial Park. The industrial park was originally platted
along the east and west banks of the Santa Cruz River. Most of the original North Industrial Park located
east of the Santa Cruz River has been re-platted for residential development and will be served by
individual septic systems. The terrain gradually slopes toward the northwest with the river. I t  is
anticipated that a future WWTF will be located near the low point of this sewer sub-basin so that gravity
sewers could convey flows to the head of any future wastewater treatment plant

6.2. Rlo Rico NORTH SEWER BASIN FLow PROJECTIONS AT FlVE-YEAR INTERVALS

Tables 6.1 through 6.5 provide a summary of the existing North sewer basin flows based on the numbers

and types of connections and design criteria presented earlier in this report. Future flow projections are

provided at five year increments with buildout projections. The 15-year projection assumes

approximately 10 percent annual growth which is consistent with the calculations and discussion provided

in Section 5.1 although it is noted that current growth in Rio Rico is significantly less than historical

averages. A buildout projection is also provided in Table 6-5

WestLand Resources. Inc
Engineering and Environmental Consultants
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Table 6-1. Rio Rico North Sewer Basin Flows (2008)

Table 6-2. Rio Rico North Sewer Basin Flows (2013)

Table 6-3. Rio Rico North Sewer Basin Flows (2018)
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R i o  R i c o  U t i l i t i e s  W a s t e w a t e r ( R E V N o .  1 ) M a s t e r  P l a n

T ab le  6 - 4 .  R io  R ico  N o r t h  Sewer  B as in  F lo ws ( 2023)

T ab le  6 - 5 .  R io  R ico  N o r t h  Sewer  B as in  F lo ws ( B u i ld o u t )

T h e  p r o j e c t e d  A D W F  f r o m  N o r t h  S u b - B a s i n s  A  a n d  B  a r e  c a l c u l a t e d  t o  b e  1 8 6 , 2 0 0  a n d  1 1 1 , 6 0 0  g o d

r e s p e c t i v e l y

6 . 3 . N O R T H  S E W E R  B A S I N  E x l s T l n G  I N F R A S T R U C T U R E  A N A L Y S I S

T h e  e x i s t i n g  N o r t h  S e w e r  S u b - B a s i n  A  g r a v i t y  s e w e r ,  I i &  s t a t i o n ,  f o r c e  m a i n ,  a n d  t r e a t m e n t  f a c i l i t y  h a s

b e e n  a n a l y z e d  t o  d e t e r m i n e  t h e  s y s t e m  c a p a c i t y .  A s  p r e v i o u s l y  s t a t e d ,  S u b - B a s i n  B  i s  u n d e v e l o p e d  a n d

d o e s  n o t  c o n t a i n  a n y  e x i s t i n g  w a s t e w a t e r  i n f r a s t r u c t u r e

6.3.1. Gravity Sewer Interceptors (North Sewer Basin Existing Capacity Analysis)

T h e r e  i s  a n  e x i s t i n g  8 - i n c h  g r a v i t y  i n t e r c e p t o r  i n  V e r e n a  d e  l a  P a t r i a  w h i c h  c o n v e y s  f l o w s  f r o m  e a s t  t o

w e s t  a n d  d r a i n s  i n t o  L i f t  S t a t i o n  N o .  4 .  L a t e r a l  s e w e r s  p r o v i d e  c a p a c i t y  t o  V i l l a s  1 2  a n d  E s t a t e s  U n i t  1 6

W e s t L a n d  R e s o u r c e s .  I n c
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Table 6-6 provides a summary of the existing spine sewer main capacity

Table 6-6. Rio Rico North Sewer Basin Gravity Sewer Capacity Summary

The gravi ty sewer system is  sufficient  to provide exist ing capaci ty to customers in Vil las 12 and the

smaller portion of Estates Unit 16

6.3.2. Sewer Lift Stations (north Sewer Basin Existing Capacity Analysis)

Lift Station No. 4 pumps flows collected from Villas 12 and Estates Units 16 across Josephine Canyon
and into the Villas 12 Evaporation Ponds. The capacity of Lift Station No. 4 is summarized in Table 6-7

Table 6-7. Rio Rico North Sewer Basin Lift Station Capacity Summary

The pumping capacity and design head are based on the as-built drawings (Circa 1982) and do not

account for pump performance degradation. This lift station is showing signs of deterioration and is a

candidate for renovation or complete replacement pending a detailed facility analysis

6.3.3. Pressure Sewer Force Main (North Sewer Basin Existing Capacity Analysis)

The force main capacity from Lily Station No. 4 to the Villas 12 evaporation ponds is summarized in
Table 6-8

Table 6-8. Rio Rico North Sewer Basin Force Main Capacitv Summary

The force main has adequate capacity to serve the existing Villas 12 and the portion of Estates Unit 16

WestLand Resources. Inc
Engineering and Environmental Consultants
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6.3.4. Wastewater Treatment Facilities (North Sewer Basin Existing Capaeity Analysis)

The Villas 12 evaporation ponds were constructed in 1986 and consist of three cells collectively totaling

9.1 acres. The Approval of Construction (AOC) from ADEQ indicates the ponds were classified as

aerobic stabilization ponds and were originally designed to treat 45,000 god. The Rio Rico Villas 12

Wastewater Treatment Facil i ty Feasibi l i ty Study prepared by WestLand (2005) provides a more

conservative estimate for the treatment capacity of 35,000 god

ADEQ prepared a determination that the existing facility meets the requirements of the Arizona
Administrative Code (AAC) R18-9-B301 (1) for a Type 1 General APP (File No. 105005). The flows
related to the treatment facility may not exceed 20,000 god unless an individual APP is obtained and is
discussed in more detail below in Section 6.4.4

The approximate size of the pond cells 1, 2, and 3, are 1.8, 3.5, and 3.8 acres respectively based on

Record Drawings by Cella, Barr, Evans (7/16/80). The drawings indicate the ponds were designed to

have a 4-foot water depth and 3-foot freeboard. Each pond is connected by a gravity pipe with shut-off

valves to allow flow from one cell to the next

6.4. NORTH SEWER BASIN FUTURE INFRASTRUCTURE ANALYSIS

The following sections provide a summary of the recommended expansions and upgrades to the existing

facilities in the North sewer basin

6.4.1. Gravity Sewer Interceptors (North Sewer Basin Future Capacity Analysis)

A summary of the projected PDWF for each sewer reach is compared to the calculated capacity in Table

6-9. Detailed calculations are included in Appendix B

Table 6-9. Rio Rico North Sewer Basin Buildout Gravitv Main Capacity Summary

The existing 8-inch gravity main in Vereda de la Patria will be sufficient to serve the projected buildout of
the North Sub-Basin B. All future lateral sewers should be minimum 8-inch diameter sewers

The topography may allow Sub-Basin B to drain west and connect to the future North Sewer Sub-basin
A. The distance from Lift Station No. 4 to Sub-Basin B is approximately two miles. An interconnect

may allow for a combined treatment facility in Sub-Basin B, however, such a gravity main extension
would likely be cost prohibitive and is not evaluated in fMher detail in this master plan

WestLand Resources. Inc
Engineering and Environmental Consultants
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6.4.2. Sewer Lift Stations (North Sewer Basin Future Capacity Analysis)

A summary of the projected 1.15 PWWF for each sewer reach is compared to the calculated capacity in

Table 6-10. Detailed calculations for the lift station are included in Appendix B

Table 6-10. Rio Rico North Sewer Basin Buildout Lift Station Capacity Summary

Lift Station No. 4 pumping capacity is sufficient for buildout of this Villas 12 and the portion of Estates
Unit 16. The pumping capacity for this lift station is significantly greater than the incoming wastewater
flows although it should be noted that this higher flow rate is required to provide adequate scour
velocities in the existing 6-inch sewer force main. The buildout pumping requirement is calculated to be
approximately 305 rpm [l.l5 (safety factor) x 380,908 god (See Table 6-5 Sub-Basin A PWWF) / 1440
min./day]

A preliminary investigation was performed as part of this master plan to determine whether Lift Station
No. 4 could be taken out of service by installing a gravity main and siphon under Josephine Canyon. A
review of the Rio Rico Villas Unit No. 12 Force Main and Treatment Facilities plans (circa 1982)
indicates that Lift Station No. 4 will be required to pump flows under the wash and up to the headwords
of a future treatment plant. The relatively low existing and projected wastewater flows are not anticipated
to be adequate to maintain scour velocities within a siphon

6.4.3. Pressure Sewer Force Main (North Sewer Basin Future Capacity Analysis)

The existing force main capacity is compared with the projected buildout 1.15 PWWF in Table 6-11
Detailed calculations are provided in Appendix B (Lift Station Capacity Table)

Table 6-11. Rio Rico South Sewer Basin Buildout Force Main Capacitv Summary

The existing force main is adequate to provide capacity to the anticipated buildout of Villas 12 and
Estates Unit 16

WestLand Resources. Inc
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6.4.4. Wastewater Treatment Facilities (North Sewer Basin Future Capacity Analysis)

This report includes an analysis of constructing two separate treatment plants to serve the North Sewer

Basins A and B. As previously stated, the cost associated with building the infrastructure required to

convey flows from the existing Villas 12 and Estates 16 to the North Industrial Park would likely negate

combining flows into a shared wastewater treatment facility

The main advantage for constructing two separate treatment plants is that the two sub-basins would not
require a new conveyance system to convey flows approximately two miles west from Sub-Basin A to
Sub-Basin B. Additionally, the timing of construction of the North Industrial Park is unlmown but could
be prompted by the construction of a new bridge across the Santa Cruz River

The disadvantage of this alternative is that the utility would be required to build, permit, and operate two
new WWTFs. Additionally, the capital cost and operation and maintenance cost of treatment plants are
typically higher on a cost per gallon basis for smaller plants when compared to larger combined facilities

The flow projections provided in this master plan indicate that Rio Rico North Sub-Basin A may have an
ADWF of 20,000 god by the end of 2009, which is the permitted capacity of Villas 12 ponds. The Villas
12 ponds will require an Individual APP prior to reaching 20,000 god or a new treatment plant
constructed. As previously stated, WestLand calculated that the existing Villas 12 ponds have an actual
treatment capacity of approximately 35,000 god which also may be exceeded in the near future

The utility may pursue obtaining an Individual APP for the Villas 12 ponds which may delay the
requirement for a new treatment facility at the Villas 12 ponds. Work associated with obtaining an
Individual APP includes performing a site investigation to determine the integrity of the existing system
providing facility specific treatment design calculations, development of Best Available Demonstrated
Control Technologies (BADCT), preparation of and submission of the permit to ADEQ, follow-up
coordination with ADEQ, and a public hearing. It is estimated that the APP approval process would take
approximately 1.5 years

6.4.4.1. North Sub-Basin A Treatment Facility

A new treatment plant at the Villas 12 ponds to serve the buildout North Sub-Basin A would be sized to
treat approximately 190,000 god, which is the calculated buildout ADWF for North Sub-Basin A. The
existing gravity sewer system would continue to convey flows to Lift Station No. 4 which could be
pumped to the headwords of a new treatment plant. The existing site is already owned by Rio Rico
Utilities, meets the setback requirements, has utilities nearby, and is large enough for a new treatment

The main disadvantage of using the Villas 12 pond site is that portions of the site are located in the
floodplain. It is likely that the site would need to be raised or a flood control structure constructed to

WestLand Resources. Inc
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protect the facilities. Flood protection measures and the final facility layout would need to be evaluated

by a qualified hydrologist

6.4.4.2. North Sub-Basin B Treatment Facility

The North Industrial Park in Rio Rico North Sub-Basin B is calculated to have a buildout ADWF of
approximately 112,000 god. This ADWF would be the ultimate capacity of the future North Industrial
Park WWTF. A new lift station may be required to pump flows across the Santa Cruz River if any
portion of the original North Industrial Park East is ever developed with industrial facilities

WestLand Resources. Inc 25
Engineering and Environmental Consultants
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7. CAPITAL IMPROVEMENT PLAN

7.1. INTRODUCTION

This section presents the infrastructure cost estimates and a capital improvement plan (CIP) for the

upgrades to the existing system and facility expansions discussed previously in this master plan. This

chapter focuses on future treatment facilities which are anticipated to account for the highest capital

expenditure for the utility. It is typically more cost effective on a cost per gallon basis to construct larger

treatment plants rather than in several small phases. Generally, conventional treatment facilities are

designed such that the initial average flow rate is approximately 20 to 30 percent of the plant capacity and

varies depending on the method of treatment. Considerations for a rate of return on investment with

respect to being "used, useful, and recoverable" may also be a determining factor in the phasing of

infrastructure

The focus of this chapter is on a five-year CIP and should be updated once the alternatives have been

evaluated and a definite course of action has been established by the utility. The wastewater utility

currently has adequate wastewater collection facilities to serve the existing customers

The priorities for the proposed infrastrucme projects have been estimated based on the existing system

facilities and physical constraints of the utility. A summary spreadsheet of the proposed infrastructure

and associated cost projections are provided in Tables 7-1 and 7-2 located at the end of this section. The

following sections provide the assumptions made in projecting the infrastructure costs

1.2. COST PROJECTION ASSUMPTIONS

Due to the fact that this planning document includes conceptual layouts and sizing for proposed facilities

assumptions were made to predict probable construction costs. Standard assumptions were made for

several categories of improvements based on recent bids of similar projects and discussions with local

Contractors. All costs provided in this report and appendices exclude property and easement acquisition

Estimates are based on July 2008 costs

7.2.1. Engineering, Inspection, and Contingencies

Due to the planning nature of the locations of the facilities proposed in the master plan, contingencies are

added to reflect conditions that may affect the individual projects. This cost component can include

environmental permitting, unforeseen subsurface conditions, floodplain issues, and other unknown

conditions

Modifications to public wastewater conveyance and treatment facilities require design by an Arizona
Registered Professional Engineer for approval by ADEQ prior to construction. A Registered Engineer
must also certify that each project has been constructed in conformance with the ADEQ approved design

WestLand Resources. Inc
Engineering and Environmental ConsuNants
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Rio Rico Utilities Wastewater (REV No. 1) Master Plan

plans and specifications. This requires site inspection of construction, testing and start-up, and Engineer's

Certification. Twenty-five (25) percent of the project subtotal has been added to the line items in Tables

7-1 and 7-2 to account for Engineering, Inspection, and Contingencies

7.3. WASTEWATER TREATMENT FACILITY PERMITTING COST

It is anticipated that all new wastewater treatment facilities 'm Rio Rico will require a 208 Area Plan

Amendment and Individual APP. Both applications require considerable timeframes. Normal processing

time for APP modifications and/or applications can range from 1.5 to two years assuming there are no

controversial issues related to the project. It takes approximately 1.5 years to complete the 208 Plan

Amendment Process. The APP application can be completed for submittal concurrently with the 208

Plan Amendment, however, ADEQ will not begin the APP substantive review process until the 208 Plan

Amendment is approved

Development of a 208 Plan Amendment document is completed in accordance with the Environmental
Protection Agency (EPA) Section 208 Clean Water  Act,  South Eastern Arizona Governments
Organization (SEAGO), and ADEQ. The work includes preparation of the plan amendment, extensive
coordination and meetings with SEAGO and ADEQ in addition to at least one public hearing. There may
be a significant cost savings by developing the 208 Plan Amendment for multiple facilities as a single 208
Plan Amendment. This CIP assumes that the cost of a 208 Plan Amendment is $40,000 to $50,000 per
treatment facility, depending on capacity, and each facility will be permitted separately

The work associated with obtaining an Individual APP includes development of the application, verifying
BADCT, coordination with ADEQ, and attending public hearings as required. The APP approval is
contingent on the 208 Area Plan Amendment approval. The APP requires a hydrogeological study to
determine aquifer impacts. It is assumed that each APP, including the hydrogeological report will cost
from $50,000 to $60,000 depending on plant capacity

The APP also requires a design report and engineered plans and specifications as a separate attachment

The cost of engineering is included in the Engineering, Inspection, and Contingencies percentage of

project cost described above in this CIP

WestLand Resources. Inc
Engineering and Environmental Consultants
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7.3.1. Effluent Disposal Cost

This CIP does not specifically include costs for the wide range of options available for effluent disposal
Effluent disposal alternatives include discharge, reuse, and recharge

Effluent discharges to tributary drainages to the Santa Cruz River would require an Arizona Pollution
Discharge Elimination System Permit (AZPDES) through ADEQ. The cost of AZPDES permitting
ranges from approximately $20,000 to $25,000. AZPDES discharge and monitoring requirements are
specific to each project

Another alternative discussed previously in this master plan is the potential for reuse of treated effluent
A reuse penni is developed with the APP. Significant infrastructure upgrades would be required to
deliver treated effluent to a facility such as a golf course and are not discussed in detail in this master plan
pending further analysis. In addition the reuse permit, an AZPDES permit would also be required if a
facility such as a golf course could not accept all effluent generated year round which is most typically
during winter months

Rio Rico Utilities could also dispose of treated effluent using recharge basins. Recharge basins are

permitted as part of the disposal component in the APP. Infrastructure components associated with

recharge basins typically include conveyance facilities from the treatment plant in addition to the recharge

basins. A hydrogeological evaluation is required to determine the soil absorption rate and projected

sizing the recharge basins

Consideration for permit specific monitoring and reporting requirements will also be necessary when
selecting the method of disposal. Monitoring and reporting can have significant ongoing operation and
maintenance costs. Effluent discharge and recharge may require long-term aquifer monitoring which
typically involves the installation of monitoring wells. Costs associated with long-term monitoring and
reporting and the inti structure required to carry out those tasks are not specifically included in this CIP
since they are unknown at this time

7.4. SOUTH SEWER BASIN CAPITAL IMPROVEMENT PLAN

The following sections provide a summary of the infrastructure recommendations and or capacity
allocations to increase the wastewater treatment capacity for the South sewer basin in the next five years
The operational considerations for the alternatives have been provided earlier in this report and a brief
summary of the cost components associated with those alternatives are provided below

7.4.1. Alternative 1 (Pump All Existing and Future Flows to NIWTP for Treatment)

Rio Rico Utilities currently pumps all of the existing South sewer basin Hows (up to 0.55 god annualized
average daily flow) to the City of Nogales NIWTP. The utility is in negotiation with the City of Nogales
to purchase an additional 0.190 mud at the new upgraded treatment plant which would increase Rio

WestLand Resources. Inc
Engineering and Environmental Consultants
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Rio Rico Utilities Wastewater (REV No. 1) Master Plan

Rico's South sewer basin treatment capacity to 0.740 god. The projected flow by 2013 (See Table 5-3) is

approximately 0.80 god which is 8 percent higher than 0.740 god, the previously planned treatment plant

capacity expansion. The actual upgraded treatment capacity should be further evaluated before finalizing

any formal agreements

Rio Rico Utilities indicated that the cost of additional treatment plant capacity at the upgraded NIWTP

would be $8.00 per gallon, significantly less than the cost of constructing a new facility. This alternative

would represent the least capital cost to RRU although it may not be practical to assume that all future

wastewater flows can be treated at the NIWTP due to the extensive coordination with other agencies and

effluent control issues discussed previously in this report. Other disadvantages discussed earlier in this

report include that RRU will not have full control over the timing of upsizing the plants capacity as

necessary to accommodate Rio Rico's growth and a possible loss of capacity due to significant increases

in Mexican sewage and/or storm water inundation

7.4.2. Alternative 2 (Construct New WWTF to Treat All of the South Sewer Basin Flows)

Alternative 2 is provided to allow RRU full control over the timing of construction, operation, and control
of effluent collected from the South sewer basin by constructing a new treatment facility to treat all of Rio
Rico's existing and future wastewater flows. The plant would be constructed in phases and it is assumed
that the first phase will be at least 0.80 rngd, the projected ADWF flow rate by 2013 (See Table 5-3
ADWF). The buildout size of this treatment plant is projected to be approximately 1.64 mud (See Table
5-6 ADWF)

This alternative represents the highest capital cost to the utility and does not take advantage of any pre
purchased capacity at the NIWTP. Another component of work will be augmenting Lift Station No. l to
pump flows, both existing and future to the headwords of the new treatment plant. Flood protection
measures such as raising a site and/or bank protection may also be a significant capital cost depending on
the final location of the treatment plant. The extent of flood protection is Lmknown pending a site specific
surface hydrology study and is not specifically accounted for in the cost provided in Table 7- l

7.4.3. Alternative 3 (Pump 0.55 MGD to NIWTP and Construet new WWTF)

This alternative takes advantage of the relatively low capital cost of purchasing additional treatment plant
capacity at the NIWTP (up to 0.740 mud) and provides control over the timing, construction, and
operation of future treatment facilities by building a new treatment plant to treat flows greater than 0.740
mud. This alternative also allows for physical control of the effluent produced at the future wastewater
treatment plant. The buildout size of a treatment plant under this alternative would be approximately 1.1
mud, the buildout ADWF flow rate in Table 5-6 (1.64 mud) minus the flows pumped to the NIWTP (0.55
mud). The required plant capacity would be less if the utility also selects to pursue the purchase of the
additional 190,000 god to bring the total purchased capacity allocation up to 0.740 mud

WestLand Resources. Inc
Engineering and Environmental Consultants
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Rio Rico Utilities Wastewater (REV No. 1) Master Plan

This alternative assumes that Rio Rico's NIWTP capacity allocation remains 0.55 mud and that the new

Rio Rico South sewer basin treatment plant is constructed in three phases of 0.37 mud each. This

alternative would require some modification to Lilt Station No. 1 to bypass portion of this basins flow

into the headwords of a new treatment plant. As previously discussed above for Alterative 2, flood

protection measures are unknown at this time and are not specifically accounted for in Table 7- l

7.5. NORTH SEWER BASIN CAPITAL IMPROVEMENT PLAN

The focus of the CIP for the North Sewer basin is increasing the treatment capacity at the Villas 12 ponds

It is assumed that no construction will take place within the North Industrial Park during this time period

As previously stated, the treatment capacity of the ponds is approximately 35,000 god although they are

only permitted for 20,000 god. The required treatment plant capacity may be exceeded in either case by

2013 (See Table 6-2) at which time a new treatment plant will be required. A cost component is provided

for obtaining an individual permit for the ponds to increase the permitted capacity from 20,000 god to

35,000 god which may allow the utility additional time to plan for, design, and permit a new WWTF at

the Villas 12 ponds site. It should be noted that ADEQ may not allow the evaporation ponds to be

permitted under an Individual APP

The calculated buildout treatment capacity requirement of the North Sewer Basin A (Villas 12 and Estates

16) is approximately 186,200 god (See Table 6-4 ADWF). This CIP assumes that the treatment facility

will be constructed in three evenly sized phases of approximately 62,000 god each

Santa Cruz County will likely require that a new treatment facility be located above the 500-year
floodplain which may require an unknown degree of flood protection pending a surface water hydrology
study. Flood protection is not specifically accounted for in Table 7-2

It is recommended that a more detailed investigation be prepared to determine whether the Lift Station
No. 4 should be rehabilitated or completely replaced with a new lift station to increase the level of service
and reliability of this pump station

WestLand Resources. Inc
Engineering and Environmental Consultants

Q:\Jobs\200's\23 l .29\Was1ewmer Master Plan\Rio Rico Wastewater Master Plan REV No. 1 l03008.dcc



ooo
vsqah

Q
c a
up,

on
o--1
l "

N
G O

o
o
o
fn
Er
go

8o
Vuvsca

ca
Ia
I*
m
an
m
on
vs

oCe
in
N
'Mr
in
ca

Q
Ce

ca
an

:I:I:I

88: m .

ooo
*fl-Qea

o
<:>
ca
ca
r-
1-4
N
ea

o
o
o
vs
W
Se

o
o
Q
vs
vs
Ce

8
8

o
o
o
\f"l
*T
c a

vo
m
an

ooo
'ft-=rca

8o
vsvsw

8 -1
8o
N\o

9-4 v-4

'5
Lu aw

'S
in

. 5

U-I

8
kg

x .all (q
1--4

m
Of

en
(* |

*:;:

eee
3
" l1-1vs

3o
o
8
<!.-1
w

o
o
V"l
r-
of1-1
ea

CD
c:>
o
n
gr
an

c:>
o
o
vs
In
an

Q
cs:
vo
r -
to
° l.
11-
F4
as

ooo
V"lNfn
ofca

ooo
vsN-1
ah

ooo
o~=rea

o
8
mW'en

3e
vo
al
go

a
.5

3.3

83ale
§ .2E9
N..

4.8
4.

Q
ca

coO
8of
ofa¢>

o
o
V"l
r-
m
an

Ra
an

o
Ce

o
o
o
'¢l""l
~o
4:
9-1
Ia

ooo
vscoan

oca oca

3
3
83-1

o
o
o
o
on
v>
-¢
an

C
o
CO
o
o
(*l
o-4
4-1
ea

Q
o
o
o
~nv-4
an

o
ca
o
V"l
qt
ca

cm
o
Q
VI
vo
so

c:
o
c:>
o
so
\D
o
an

ooo
oo
Ce

ca
ca
CO
o
q
ea

8o
vs<-an

8;
8al?

ofan
1:
9-0
he

o
o
o
o
vs-4
GO

8o
viVt9;

§
vs
vo
ea

ofv-I
Ce

o
8
oo--ET

ooo
oWah

ca
o
o
In
-Er
ea

8;
ca
o
o
Q
cm
r*l

§
ooac

I-l r-4 r-I

ca
o
ca
o
1"-
m

v-I 1-1 -1

'Ew
a
CID

-g 'Q AL
8

no
§ 8 8

38
n

-a'
8
53

in

4
88
88
at
33

83

'An

8E

3
3as
.c

3 .
s

£ 3
m

*a82
538

r

33
g r
-Q
82
68
88
O m

3
9

Q.

3
3
o.

8
3

' U

5

E
8
'ii
E
§

;_,.::
¢.» l&
c:

Z an
88
me
4:

88
< . .

S'u.|-

3
8
3
3
Eg_
3
3.
'c
>
8

El
g8
B-4
o.
Q.
<

3
*E

8

.8
5
I-'
N

8
4

g
u
.E

8
b
a

8

m
41

e
o.

E

E
g
8
E
x\m
9
»-1
0
8Q.

.D

m

3
g
8
x
8
E

*8
,-
h

so
-s

3 3
89

g
ET

3Z

a:
_,oz
c:u

93

Ii

3
E
8
3
Eo.

3
8N
~o

8

2:
32
9 4

Q.a.
<

3
s
9

3

83
H
n

8
E
8
4

.
8 ,

8..
44

-1 N

N
F*

VS
m

on
(*l

et
l-I

o n

v-4

cm
('*l

m
N

(\I
F* r-1









e=.88
89.s

l

l I

- 1in
"LN
v-1
N

I I

1-1
vo
"L
NI-I
N

1\
v-1

'1
1-4
W

I I

o f
N

vo
m

\ o

I I I

m
l \
In
Q
=.
1-1

I I I

so
ca
='>
K\

Q
v-1

I I

Q
vo
fu
9-4
Q
N

I I

c>
N
n_
l \
W
Q
v-I

1 I

oN
"1
Qm

I
I
I

r6~*'§
838

I I Ag
m

I s fa
vo

N
q
1-4

I I
vo
Rx
1-4

I I I 3 I I I
v-1
1-4

N

I I 3
N

I I
e

of
1-4

! I
o

Ag
v-1

F
sEI
I
E
I

L u Q

8%
E
.3
8

I I

eo
"LG\W

I I

oo
"1G\\o

\ o
1-4

° 4
w e
u-4
N

I I

Q

° a
m
v o

I I I

N1-4
<4
8
In

I I l
3
<4Mx\M

I I

c
Q
vs_
we
m

I I

of
of
"1
51
vi

I I

cm
to
<1
Q
m

I I
~o
o
v-4

I I
4 :
o
1-4

Q4:
Qm

I I

N
1-4

Q
m

I I I gm6
I I I

I a
Q

Q
v-4

I I 8
we

I I
9
"L
we

I l 8
"1Q

1-4.
833 xo

vo
N

i n
I n

v-1
v-4
m

OVu
N

vs
vs

v-1
v-1
m

coll)
o
o
i n

/ \
r \
nu t o

o
o
Vu

l \
\
if :

m
l \
m

N
ll)
n .
1-4

I
o
o
<r

o~oN S
so 111

com
©

m
v-1
Q-4

m
K \
»-4

4-1
m

8Q I »-4
m

Q
v-1
e n

"8Et.

883 O o Q o o o o o o o o o 'ft
l \

m
l \ I

l \
<r
N

o
K\QN

oVu o o
m

:Vu
K\
¢~

o
M
c~
1-1

l o o

§»=@~
839

~o
Vu
N

o 8N
~o
m
N

o
o
Ill
N

o o o ¢ O o o o I O o o o o ¢ o o Q I o o

8
= §
E
8
£*<J

o of
m

of
vo o ofm ofM

~o
GN
Q
v-1

~o
U\
Q
v-4

<rU\c

o
as
'1
-4

0O\
v--1

v
o\
o

z~
O
l \

8
1£N

a

am
l \
(*|

o(~M 'g
\D

o
in
l~
v-1

Inl~-1 o
of
in
"1

m
'fl1-4

l
m
\4"i
'Q

M
In
'Q
1-1

8
8U
8
8

.M
8

n..
?
8
-8
.S
-E:
o

m

of
.*:
s:

:>
34-»
8m
U-I

Eo
*..so
m

-54
a
4.
9
1 :4-»vo
8
g

-2
o

m

of
.ts
3
3
3
8

83
4:
H
.a
:s
m

In

'E
D
3E
>

v s

'E
D
8
S

pp
.*:
c:

D

3o
17
.=
:1
m

~r>

'E
:>
.8
5

m

4-1. -1

:>

Vu
u-1

.*::
a

D

8o
I-'
.é:m

'g
bl)

\ D
N

N

6
z
=

.8
8
w

98
_ I

1~
.':.'
go

D

9 '
. :=
D

3o
wA
:svo

=
_o
E
o
a.
of.-.

:>
3
5

A
a
o
1:
o

g_~.
en
v - 1

:>

3
5

3o
fv
'§in

coo
-4

D
3
S

=
.2
1:
O

Q..'h-/
<""\
-1

:>

.3
LE

8
o
*F
.Q
=
in

, -
EQ-w
l~N

d
Z
=

.8
8
m

E
»-J

*

. o
E
O

o..

m

to
a
D
cm

E.
L88

3o
'T.ca
in

3°§~a:*
v>5~

Q
E %

$ 8 81
e

mo
\ n

o
O\
co

-4
Vu

In
N
O\

I *N
n.N

o
1~
o~

G\
o
~n

O
--4
1\

oof
Q-1

88838,
<:>
v-4

l'*l
v-4

N
v-1

N
» -4

O
»-1

N-a o-4 N
v-4

9'-1

386
;&*

1 1 N ff <|- vs ~o I\ of o\

1
E
5

888 I I
1\
1-1

I I
1\
fr
FL

\D
of
N

I I gov
I I I

o f
1-4
b

\D
N
cm

I I go~e
v-4

I I
of
W
v-1

I I
1-4
<1-
( \ OI I

ofo



38
Q49

go/-x

2 8
E Q

I I
9
-Q
8en

I I '=8

I I

3
<1
4:
of
v-1

5
'5
8'

as..

I I
8
'QN

if25
8.48 8
a
2-< E Q

an

O\
~o
m

o
9 '

axc9'

'g
8

o o

.8~a
839
.5

O o o

88
33 Q

[ \

O
~c
1-4

omU\

8
8o
8
s N

v--1

_8
ET

ao
o

D-4~./
9»-4

ah

8
I-IJ

. .
8Q
*I*.a:
i n

Ev3.93 3
§8.&@J1(a

* 6was *
U

»-4
i n
<41

Q
-8

*3
E

.cw

m i

of

v-4

3
-4:5
E='z 81==

<

"'§
3859-f\r

I I
InmN



Q..
8~
4.9

I
I

I

l I I I I s I I

Q

5;
1-1

I I 1 I
N
o f
l \

I v-1
N

I
I
I

I

I

84/-\

3EQ I I c I I I I c

1-1
I-I
In
-ft1-4
"1
N

I l I I

of
8
Vt
N
' 1-I

I
3
"1cam

858
£38

I I I | I I I I

In
c
of-
l~
l~

I I I I

If)a
1:0
1-4

I
=
m
m

9-4
go*
89

I I I I I I I I

~a¢
K:l*m
"1N

I I I I

m
Ur
° :.
In
ca
"L
1-1

I

oQ
9em

943
3814

I I l | l I 1 I
o f

:Q
1--1

I I I I
r -
*":
1-4

I o

I..
:
I

3 8

831
I I I I I I I t

N
m
q
z\
8_
v-1

I I I I

o f

3
8
m

I

oc
Qc
v-4

I 3

8g*

I I I I I I I I
8
°>
of

I I I I

\DN[~.v
I =

*8 8 8 2

*4/

' 9
13394

a
o
VS
on

'fl
~n

O
O
N

o
o
9 '

o
o
'ft m

In
I*
m

9
n.N

I 1
m
1~-4

oQm 8 ca
v--4 v-1

883 I o o c
l~9'N o 0 Vu(\

N
N
r"»

I !
Eva
b
v-1

o
enI\1-1

o
v-1

c
v-1

8 I
4:~n
N

o o o o o c>
~o
ll)
N

| I o o e o o

--4
=

¢

° "u

g
9 3

9
MQ

I o of
m

o
I\
m

'Rx
(\
N

\D
ON.

4
1-4

YI'
ax
\D

8l\
cof
"1m

I I o
of
of

m
»-4

ac
o f
W¢~
v-1

o a

I
I

I

I

3

2
8

8
8

-1*

8
on
~o
N
Q

N

6
Z
c
o

3
m

93
..1

":8
QS
8:
5,
-8
.5
.S
3
o
m

o f
_ad

E
D
in

2
s
TO
Lm

<|-

'e:> 'e
D

In

.3
D
8
s

f u

.*a
:>

In
»-1

9
:>

gwa
gan

'gUL
oN
9,
<"'>
6
z
c
2
3m
93
A

E
D.
ac
I*
('*|

Vu

6
z
=
o

3
i n

93
._A

of
1-1

8.

8;

f*
l

o--
eo
Q-4

mv-4

8
5

g
*T
. a:1
vo

r -
s:
2
*:
o

n..
-.1
m
v--4

3
8;

8
.e
:5
m

@8889
33833

o
vs
K\

o
o
<1-

oo<-
I \
N

1-4. N m 111

442
a

o
N
CN

I I I I | I s
9~a.N

8
GN

b
N l I 8Q I <r

N



3:1
Q

ms(

m
\D
N

8` ofeQ
cofe*l

23
~n
1-1

"1
9 -
1-1

8;
91

9m
8he

w _9
8
,,i

88 n-

I\
a\
1-4

c
cN
\o°
ofv-4

: :
..e
ah; §

8 Sis
3888
H§<¢_3;

ON
w
m

o
<1-

m
=
v

La

o o o

o o ¢

88

8
96

81\
o
\D-4

e
52

8
8E
~i
is

N
v-4

8
5

s
g
u:
o
n..
Wv-4
m
8
8
m

-1
8e
P*
n
sfn

0
o
In

.9 8
1-1 3

.8
3 <r

an
m1-1
44: go

"I.

8:8 ..

v
:>
m



UTILITIES DIVISION STAFF'S RESPONSES TO
RIO RICO UTILITIES, INC.'S INFORMAL DATA REQUEST TO

ARIZONA CORPORATION COMMISSION UTILITY DIVISION STAFF
DOCKET no. WS-02676A-09-0257

MARCH 8. 2010

Specifically, how does RRUI's proposed HUF contradict Mr Liu's testimony at SB 2:20
22

Staff has never rated that all of the Company's proposed hook up fee tariff
conMdiets the standard form of tariff.

RESPONDENT: Jean Liu, Utilities Engineer

Specifically, how does RRUI's proposed HUT contradict Mr Liu's testimony at SB 3:1-3

A. Staff has never stated that all of the Company's proposed hook up fee tariff
contradicts the standard form of tariff

RESPONDENT: Jiao Liu, Utilities Engineer

If the HUF Tariff is specifically limited to "off-site" facilities, why "must" Staff know the
specific plant items to be funded with the I-IUFs (SB at 3:8-9?

The purpose of the off-site hook-up fees is to equitably apportion the costs of
constructing additional off-site facilities to provide water production
delivery, storage and pressure among all new service connections

RESPONDENT: Jiao Liu, Utilities Engineer

How would Staf f  have RRUI pay for faci l i t ies to support high pressure zones as
discussed in Mr Liu's SB at 3:9-12

A: How the Company elects to pay for facilities is within the Company's
discretion

RESPONDENT: Jean Liu, Utilities Engineer

Is it Staffs view that customers living in "higher pressure zones" should pay different
rates than other customers? Please explain,

Utility customers should be charged pursuant to the utility's tariff rate

RESPONDENT: Jean Liu, Utilities Engineer

A:

2278164.1/80191.006



UTILITIES DIVISION STAFF'S RESPONSES TO
RIO RICO UTILITIES, INC.'S INFORMAL DATA REQUEST TO

ARIZONA CORPORATION COMMISSION UTILITY DIVISION STAFF
DOCKET no. WS-02676A-09-0257

MARCH 8. 2010

How much wastewater treatment capacity does RRUI currently have and how much does
it need for "reasonable growth for the foreseeable future" (Liu SB at 4'12~l3). In
responding, please define Stay's terms "reasonable" and "foreseeable

A: The Company should know how much wastewater treatment capacity it has
For plaItnulingpurposes, Staff analyzes flow data and uses growth projections
starting with the test year and for the next 5 years

RESPONDENT: JiaoLiu, Utilities Engineer

What does StatE's testimony at Liu SB 5:1~6 mean and does Staff have any authority to
support its position as expressed in such testimony. In responding, please explain what
Staff means by "all necessary off-site facilities

A. Objection, the term "authority" is vague. Notwithstanding the objection
Staff would refer the Company to the standard hook-up fee tariff

RESPONDENT: Jean Liu, Utilities Engineer

2'278164.1/8019L006



Composite Statistics: Water Utility Industry

2005 2006 21:07 2008 2009 2010 12.14.
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future

The Water Utility Industry has not been the best
p lace  to  r es ide  in  r ecen t  mon ths .  Indeed ,  the
stocks in the group have shown little, if any, share
price appreciation since our October review. Some
have even experienced deter ioration, as the mar
kef continued to reveal signs of awaking from its
ear l ier  s lumber and investor  sentiment swung to
more aggressive areas in an attempt to be at the
forefront of a potential economic revival

There has not been any major developments or
c hanges  to  wa te r  u t i l i t y  fundamen ta ls  o f  l a te
suggesting that the weakness is largely a byprod
a c t  o f  i m p r o v i n g  i n v e s t o r  c o n f i d e n c e  a n d  a
b r i g h te r  o u t l o o k  f o r  t h e  b r o a d e r  ma r k e t .  B u t
tha t 's  no t  to  say  tha t  there  haven ' t  been  some
lingering issues at play too. Water infrastructures
are aging and in many cases require considerable
maintenance and capi ta l  investment in  order  to
meet increasingly str ingent requirements. The r ig
in costs of doing business are likely to offset most
o f  the  bene f i ts  s temming  fo r m mor e  favo r ab le
regulatory backing that has become apparent (see
be low) ,  l imi t ing  shareho lder  ga ins  fo r  bo th  the
near and long-term. It should be noted that these
stocks are typ ica l ly  bottom-dwel lers  in  t imes of
p rosper i ty  and  renewed con f idence ,  w i th  the i r
perceived safety histor ically far ing better in times
of economic uncer tainty

Pressures to Keep Up
But not everything is as bright as the improving

regulatory environment. In order to meet the demands
of the public, providers employ millions of feet of pipes
and a plethora of wells to say the least, Many of these
systems were built decades ago and over the course of
time have begun to decay and require significant main
penance or even complete overhauls. This coupled with
the growing threat of bioterrorism will likely continue
driving maintenance and infrastructure costs through
the roof and forcing most in this space to seek help on the
financing front because of inadequate cash levels. Mean
while, many smaller operations, unable to survive, are
closing up shop, presenting opportunities for the larger
players with the flexibility to increase their customer
base at relatively lower start-up costs. Aqua America is
a prime example and thus sports some of the best
long-term growth prospects. M&A activity is likely to
remain hot, as the costs of doing business are expected to
climb into the hundreds of millions by the next decade

Conclusion
At this juncture, this industry does not cater to the

investment demands of most. Just about every stock in
the group lacks appreciation potential, whether it be for
the coming six to 12 months or the 3- to 5-year pull. The
aforementioned Aqua America, along with SouthWe5f
Water Company and American Water Works, top our list
for growth potential, but each pales in comparison to the
alternatives offered outside the industry. Although the
steady stream of income of some in this group may well
intrigue investors seeking total return, the risk profiles
of each of these stocks are higher than one might think
because of a dependency on M&A's, finance concerns
and a lack of track record. Meanwhile. those with a more
conservative bent and an affinity for income can do
better by looking elsewhere, specifically the Electric
Utility segment. As always, we advise potential invest
tors to thumb through reports of each individual stock
before making a commitment

Undeniable Demand
It's a fact of life, water is one of the biggest necessities

to human survival. And, although more than two thirds
of the world is made up of the liquid, providers are
needed to help safely and effectively deliver water to
hundreds of millions of Americans everyday

Given the dependency on water, each state has a
regulatory body in place in order to oversee water
utilities and maintain a balance of power between them
and customers. However, many of these authorities
responsible for reviewing and ruling on general rate
requests made by utilities to help recover costs, long
sided with the public, creating a lop-sided and difficult
backdrop for providers. That said, more recently most
have had a change of heart and have been handing down
more business friendly rulings on general rates in far
more timely fashion. The recent implementation of ac
counting mechanisms originally outlined in the Water
Action Plan speaks volumes to such and should only help
to drive more predictable and improved results in the

Andre J Costanza
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CAPITAL STRUCTURE as of 9/30/09
Total Debt $327.5 mill. Due in 5 Yrs $25.0 mill,
LT Debt $306.3 mill. LT Interest $23.5 mill.
(LT interest earned: 3.8x: total interest
coverage: 3.5x) (46% of Cap'l)

Leases. Uncapitalized: Annual rentals $2.9 mill.

Pension Assets-12/08 $542 mill.
oblong. $945 mill.

Pfd Stock None.

Common Stock LB 512,032 she.
as of 1113/09
MARKETCAP: $650 million (Small Cap)
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47%

ere  in the  c i ty  o f  Big Bear Lake and in a reas  o f  San Bernardino

County .  Acqui red Chaparra l Ci ty  W ater 01 Arizona (10100).  Has

roughly S75 employees. Off icers & directors own 2.5% of common

stock (4109 Proxy). Chairman: Lloyd Ross. President & CEO: Fioyd

Wicks. inc: CA. Addr.: 630 East Foothill Boulevard, San Dumas, CA

91773. Tele.: 9094394-3600. internet: www.aswater.com.

BUSINESS: American States Water Co. operates as a holding
company. Through its principal subsidiary, Golden Stale Wafer
Company, it supplies water lo more than 250,000 customers in 75
communities in 10 counties. Service areas include the greater
metropolitan areas of Los Angeles and Orange Counties. The com-
pany also provides electric utility services to nearly 23,250 custom-

growing infrastructure requirements men-
tioned above, the cash-strapped entity will
have to continue to seek outside financing,
with debt and share offerings likely bee
oping commonplace. The higher interest
rate and share count associated with these
transactions will limit the benefits of the
expansion of the nonregulated business.
These shares are not too intriguing at
this juncture. Share-price momentum
has tapered off in the months following
our October review and is likely to remain
relatively stagnant over the coming six to
12 months as the emergence from the
recession continues to gain steam and in-
vestors regain confidence and take a more
aggressive stance. The longer-term picture
is not  much bet ter ,  wi th burgeoning
financing costs curbing 3- to 5-year share-
holder gains. Although risk-averse invest
tors may be intro red by the issue's in-
come component a much anticipated
move the board recently raised the
quarter ly dividend by 4% to $0.26 a
share), it should be noted that there are a
number of better income sources, particu-
larly in the utility genre, to choose from.
Andre .L Costanza January 22, 20] O

American States Water posted im-
pressive third~quarter growth. Indeed,
the water uti l i ty reported earnings of
$0.52 a share, as revenues advanced 17%,
to a record $101 million.
Expectations should be tempered a
bit, however. Last year's third quarter
figures were relatively weak. The
December-period comparisons are far more
formidable. Plus, although the top line is
likely to continue being the beneficiary of
favorable general rate case rulings from
the California Public Utilities Commis-
sion, operating expenses look to be on the
rise, as evidenced by the most recent
double-digit increase. Already decaying in
fr structures are only growing older and
requiring more investment. Much in that
vein, we anticipate that the company had
trouble meeting last year's share-net total
in the fourth quarter, despite a healthy
high single digit top line advance. For
many of the same reasons, bottom-line
growth for full-year 2010, though healthy,
will likely pale in comparison to the levels
witnessed in 2009.
The company's balance sheet is not
exactly seductive. In order to meet the

Target Price Range

(A) Primary earnings. Excludes nonrecurring
gains(losses): '04, 14¢; '05, 25¢, '06, 6¢, '08
(27¢). Next earnings report due late February
May not add due to rounding
en 2010, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without .warranties al any kind
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.6 4

. 3 7

3 . 8 5

1 2 1

.71

. 4 0

. 4 7

2 . 2 9

. 4 5

2 . 4 1

s o

2 . 4 6

. 4 8

2 . 6 9

. 5 8

2 .8 4

. 8 2

3 . 2 1

.90

3.42

" 1 . 1 6
3,85

1 .0 9

4 . 1 5

1 2 0

4 . 3 6

1 .3 2

5 .3 4

1 5 4

5 8 9

1 .84

6 . 3 0

5 9 . 4 0 59.77 6 3 .7 4 6 5 .7 5 6 7 , 4 7 7 2 . 2 0 1 0 6 .8 0 111.82 1 1 3 .9 7 1 1 3 1 9 1 2 3 ,4 5 1 2 7 . 1 8 1 2 8 9 7

14 .4

.85

5.9%

1 3 . 5

. 8 9

6 .0 %

.12.0

. 8 0

6 .2 %

1 5 .6

9 8

4.9%

1 7 .8

1 .0 3

3.9%

2 2 5

1 .1 7

2 .9 %

2 1 . 2

1 .2 1

3 .0 %

1 8 .2

1 .1 8

3 .3 %

2 3 . 5

1 .2 1

2 .5 %

2 3 . 6

1 .2 9

2 .5 %

2 4 . 5

1 .4 0

2 .5 %

2 5 . 1

1 . 3 3

2 .3 %

31 ,8

1 .6 9

1.8%

4 . 9 5

1 . 7 0

. 8 0

. 5 5

5.35
1.85
,90
_5g

Revenues per sh
"Cash F low '  perch
Earnings per sh A
D lv' d  D ec | ' dper sh B I

6.45
2.40
1.25
.70

1 . 9 0

7 . 9 0

1.95
8.35

Cap'l Spéhding per sh
Book Value per sh

2.15
10.35

1 3 6 . 3 0 137.00 C omm6nShs0U t s t ' g  c 139.00
2 2 . 2

1 . 4 8

3.0%

Avg Anh'IPIE Rat io
Relative PIE Ratio
Avg Ann'l Div'd Yield

21.0
1.40

2.0%

6 7 5

1 0 9

735
123

Revenues ($mill)
Net Profit ($miII)

9 0 0

1 7 5

3 9 .0 %

3 .0 %

3 9 .0 %

2 ,6 %

In c o me  T a x Ra t e

AF UDC %  t O Ne t  Pr o f i t

3 9 . 0 %

2 . 0 %

54.0%

4 6 .0 %

5 3 .0 %

4 7 . 0 %

Long-Te l*m Deb!  Rat io

Co mmo n  Eq u i t y  Ra t i o

4 s . 0 %

5 2 .0 %

2 2 7 6

3 1 5 0

2 3 4 5

3 3 0 0

T o t a l  Ca p i t a l  ( $ miu )

Ne t  P l a n t  ( $ mi II)

2 7 6 5

3 5 0 0

6.0%

10.0%

1 0 . 0 %

6;5%
10.5%
10.5%

Re t u r n  o h  T o t a l  Ca p ' l

Return  on  Shr .  Equ i ty

R e t u r n  o n  C o m  Eq u i t y

7,5%

12.0%

12.0%

2 5 7 . 3

4 5 , 0

2758
50.7

3 0 7 . 3

5 8 . 5

a22'0
62.7

3 6 7 . 2

6 7 . 3

4 4 2 . 0

8 0 . 0

4 9 6 . 8

9 1 . 2

3 8 4 % 38.9% 39.3% 38.5% 39.3% 3 9 .4 % 38.4%

52.9%

4 6 .7 %

5 2 .0 %

47,8%

52.2%

4 7 ,7 %

5 4 2 %

4 5 .8 %

51.4%

4 8 5 %

5 0 .0 %

50.0%

52.0%

48.0%

7 8 2 . 7

1 1 3 5 .4

9 0 1 . 1

1251 .4

9 9 0 .4

1 3 6 8 1

1 0 7 5 .2

1 4 9 0 .8

1 3 5 5 .7

1 8 2 4 .3

1 4 9 7 . 3

2 0 6 9 . 8

1690.4

2 2 8 0 .0

7 . 6 %

12 .2%

12.3%

7 .4 %

11.7%

11.7%

7.8%

1 2 3 %

12.4%

75%
127%
127%

6,4%

10.2%

10.2%

6 7 %

10.7%

10.7%

6 8 %

1 1 2 %

11.2%

CAPITAL STRUCTURE as of  9/30/09
Total Debt  $13202 mill.  Due in 5 Yrs $245.0 mill
LT Debt $1265.4 mill. LT Interest  $650 mill.
(LT interest earned: 3.4x; total interest coverage:
3.4x) (54% of Cap'I)

Pension Assets-12/08 $112.2 mill.
Oblig.  $204.7 mill.

P fd Stock None
Common Stock 136,270,613 shares
a s o f 10120109

MARKET CAP:  $2.4 bi l l ion (Mia cap)

20082007 9/30109

14 . 9
84. 5

9 . 8
11 . 8

121 . 0
50 . 0
87. 9
55. 3

193 . 2
3 2 9 %

14. 5
82. 9

8. 8
9. 3

115 . 5
45 . 8
80 . 8
56 . 8

183 ; 2
3 2 3 %

18. 0
86. 1
10.3
10.5

124 . 9
26. 3
54. 8

149 . 0
230. 1
3 2 5 %

CURRENT POSITION
($N1LL)

C ash Asset s
R ece ivab les
I nvent or y (AvgCst )
O t her
Cur rent  Asset s
Acc t s  P ayab le
D ebt  D ue
Ot her
Cur rent  L iab.
F ix .  Chg.  Cov.

Past
10 Yrs.

8 . 0%
9 . 5%
7 . 5%
7 . 0%
9. 5%

P as t  E s t ' d  ' 06 - ' 08
Yrs. to '12-'14
9. 0% 6 5 %
8. 0% 10. 0%
5. 5% 10. 0%
8. 0% 6. 5%

10. 0% 6. 0%

ANNUAL R ATE S
of change (per sh)
R evenues
" C as h  F low "
E ar n ings
D ividends
B ook  Va lue

C a l -
e n d a r

QUARTERLY REVENUES (S mi l l . )

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1
F ul l
Year

200s

2007

2008

2009

2010

1 3 6 . 9

1 4 9 . 1

1 5 9 . 6

1 7 2 . 4

1 9 0

1 4 7 . 0

1 6 5 . 5

1 7 7 , 1

1 8 0 . 8

1 9 5

1 1 7 . 9

1 3 7 . 3

1 3 9 . 3
1 5 4 . 5

1 6 5

1 3 1 . 7

1 5 0 . 6

1 5 1 . 0

1 6 7 . 3

1 8 5

5 3 3 5 5

6 0 2 5

6 2 7 . 0

6 7 5

7 3 5

Cal-
endar

EARNINGS PER SHARE A
M a r . 3 1  J u n . 3 0  Se p . 3 0  D e c . 3 1

Full
Year

2006

2007
2008

2009
2010

. 1 7

. 1 7

. 1 7

. 1 9

. 2 2

.21

. 2 2

. 2 6

. 2 5

. 2 8

. 1 9

. 1 9

. 1 9

. 2 2

. 2 5

. 1 3

. 1 3

. 1 1

.1 4

. 1 5

. 7 0

.71

. 7 3

. 8 0

. 9 0

C a l -
e n d a r

QUART ERL Y  mv l o En b s  PAID B I

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1

F ul l
Year

2006

2007

2008

2009

2010

. 1 1 5

. 1 2 5

. 1 3 5

. 1 4 5

. 1 1 5

. 1 2 5

. 1 2 5

. 1 3 5

.107

.115
.125
135

. 1 0 7

. 1 1 5

. 1 2 5

. 1 3 5

.4 4

. 4 8

5 1

. 5 5

4 3 %
65%

4.7%

60%

5.1%

59%

5.2%

59%

4 .2 %

59%

4 .6 %

5 7 %

4 .9 %

56%

3 .7 %

6 3 %

3.2%

8 7 %

2.8%

70%

3 .5 %

6 6 %

3.0%
69%

Retained lo Com Eq D
All Div'ds to Net Prof

5.0%
57%

others.  Water  supply revenues '08:  resident ial,  60%  commercial,
14%  indust r ial 8-  other ,  26% .  Of f icers and directors own 1.3%  of
the common stock (4109 Proxy) .  Chairman 8.  Chief  Execut ive Of<
r icer:  Nicholas DeBenedict is,  Incorporated:  Pennsylvania.  Address:
762 West  Lancaster  Avenue,  Bryn Mawr,  Pennsylvania 19010.  Tel-
ephone: 610-525-1400. Internet:  www.aquaamerica.com.

BUSINESS:  Aqua Amer ica,  Inc.  is the holding company for  water
and wastewater ut ilit ies that  serve approximately three million resi-
dents in Pennsylvania,  Ohio,  Nor  lf  Carolina,  I l l inois,  Texas,  New
Jersey,  F lor ida,  I ndiana,  and f ive other  s tates D ivested three of
four  non-water  businesses in '91,  telemarket ing group in '93,  and
others.  Acquired AquaSource,  7/03,  Consumers Water ,  4199;  and

d i v i s i o n  i n  D e c e m b e r ,

( A q u a  G e o r g i a  I n c , )  m a y  b e  b o l s t e r e d  b y
f u r t h e r  p u r c h a s e s  i n  t h i s  r e g i o n .  A l s o ,
W T R  e x p a n d e d  i t s  A q u a  P e n n s y l v a n i a

p u r c h a s i n g  t h e  a s -
s e t s  o f  A t h e n s  T o w n s h i p  A u t h o r i t y ,  a n d
s u b s e q u e n t l y  s i g n e d  a  2 0 - y e a r  c o n t r a c t  t o
p r o v i d e  w a t e r  s e r v i c e s .  A d d i t i o n a l l y ,  t h e
$ 7 5  m i l l i o n  i n  r a t e  c a s e s  f i l e d  i n  2 0 0 9
s h o u l d ,  i f  j u d g e d  i n  A q u a ' s  f a v o r ,  b o o s t
r e v e n u e s  a n d  e a r n i n g s  o v e r  t h e  n e x t  f e w
y e a r s .
T h e s e  s h a r e s  a r e  a  n e u t r a l  c h o i c e  f o r
t h e  c o m i n g  s i x  t o  1 2  m o n t h  p e r i o d ,
b u t  h o l d  s o m e  a p p e a l  f o r  t h e  l o n g
h a u l . O n e  a t t r a c t i v e  t r a i t  i s  t h e  s t e a d y
d i v i d e n d  y i e l d ,  w h i c h  w a s  r a i s e d  7 . 4 %  d u r -
i n g  t h e  f o u r t h  q u a r t e r  o f  2 0 0 8 ,  T h e  c o m p a -
n y  h a s  h i s t o r i c a l l y  r a i s e d  i t s  p a y o u t  e v e r y
y e a r ,  a n d  t h i s  w i l l  m o s t  l i k e l y  c o n t i n u e
o v e r  t h e  c o m i n g  3 -  t o  5  y e a r  s t r e t c h .  A l s o ,
t h e  t o p -  a n d  b o t t o m - l i n e  g a i n s  w e  p r o j e c t
o v e r  t h e  2 0 1 2 - 2 0 1 4  h o r i z o n  g i v e  t h i s  e q u i -
t y  g o o d  r e c o v e r y  p o t e n t i a l .  C o n s e r v a t i v e
i n v e s t o r s  s h o u l d  a l s o  t a k e  n o t e  o f  t h e  h i g h
s c o r e s  f o r  S t o c k  P r i c e  S t a b i l i t y  a n d  E a r n -
i n g s  P r e d i c t a b i l i t y ,  a s  w e l l  a s  t h e  b e l o w -
t h e - m a r k e t  a v e r a g e  B e t a  c o e f f i c i e n t .
J o h n D . B u r k e J a n u a r y 2 2 , 2 0 1 0

D u r i n g  t h e  S e p t e m b e r  i n t e r i m ,  A q u a
A m e r i c a  l o s t  s o m e  g r o u n d  o n  a  y e a r -
o v e r - y e a r  b a s i s . A l t h o u g h  r e v e n u e s  w e r e
u p  s l i g h t l y  f r o m  t h e  p r i o r  y e a r ,  e a r n i n g s
d r o p p e d  a  p e n n y ,  a s  u n f a v o r a b l e  w e a t h e r
c o n d i t i o n s  a n d  h i g h e r  o p e r a t i n g  c o s t s  h u r t
p r o f i t s  d u r i n g  t h e  t h i r d  q u a r t e r .  L o o k i n g
a h e a d ,  t h o u g h ,
t h e  c o m p a n y  p r o b a b l y  e n d e d  t h e  y e a r
o n  a  g o o d  n o t e . A  n u m b e r  o f  r a t e - r e l i e f
c a s e s  w e r e  s e t  t o  b e  d e c i d e d  i n  t h e  f o u r t h
q u a r t e r  w h i c h ,  i f  a p p r o v e d ,  s h o u l d  p r o v i d e
a  s l i g h t  l a s t - m i n u t e  b o o s t  t o  t h e  t o p  a n d
b o t t o m  l i n e s .  A l s o ,  m a n a g e m e n t  h a s  b e e n
a c t i v e l y  w o r k i n g  t o  r e d u c e  o p e r a t i n g  c o s t s ,
a n d  t h e  b e n e f i t s  o f  t h e s e  e f f o r t s  s h o u l d
h e l p  w i d e n  m a r g i n s .  F o r  t h e  y e a r ,  w e  e x -
p e c t  a  t o t a l  i n c r e a s e  i n  r e v e n u e s  a n d  e a r n -
i n g s  o f  $ 4 8  m i l l i o n  a n d  $ 0 . 0 7  a  s h a r e ,
r e s p e c t i v e l y ,  b u t  i t  s h o u l d  b e  n o t e d  t h a t
l a s t  y e a r  i n c l u d e d  a  g a i n  f r o m  t h e  s a l e  o f
i t s  u n d e r p e r f o r m i n g  W o o d h a v e n  s y s t e m .
A q u a  A m e r i c a  s h o u l d  c o n t i n u e  t o  e x -
p a n d  i t s  r e a c h  t h r o u g h  a c q u i s i t i o n s
a n d  r a t e - r e l i e f  c a s e s  o v e r  t h e  n e x t f e w
y e a r s .  T h e  c o m p a n y  h a s  a c q u i r e d  a
w a s t e w a t e r  t r e a t m e n t  p l a n t  i n  L u m p k i n
C o u n t y ,  G e o r g i a ,  a n d  t h i s  n e w  s u b s i d i a r y

Target Price Range

Percent
shares
t raded

1 5
1 0
5

( B)  D i v i d e n d s  h i s t o r i c a l l y  p a i d  i n  e a r l y  M a r c h , |  ( C)  In  m i l l i o n s ,  a d j u s t e d  f o r  s t o c k  s p l i t s
J u n e ,  S e p t .  &  D e c .  I  D i v ' d .  r e i n v e s t m e n t  p l a n

1  a v a i l a b l e  ( 5 %  d i s c o u n t )

Company's Financial Strength
Stock's Price Stability
Price Growth P er s is t ence
E arnings P redic t abi l i t y

B+( A )  D i l u t e d  s h a r e s .  Exc l .  n o r  r e c .  g a i n s
( l o s s e s ) :  ' 9 9 ,  ( 1 1 ¢) ,  ' 0 0 ,  2 ¢;  ' 0 1 ,  2 ¢;  ' 0 2 ,  5 ¢
0 3 ,  4 ¢.  Exc l .  g a i n  f r o m  d i s c  o p e r a l i o n s i  ' 9 6 ,

2 ¢.  Ne x t  e a r n i n g s  r e p o r t  d u e  e a r l y  F e b r u a r y

© 2010, Value Line Publishing, Inc All r ights reserved. Factual material is obtained Iron sources believed 10 be reliable and is provided without warranties of any kind
THE PUBLISHER lS NOT RESPONSIBLE toR ANV ERRORS OR OM ISSIONS HEREIN. NO pan
al Ir may be reproduced, resold, stored or transrrined in any primed, electronic or other lord, or u serv ice Br WMM
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2.25
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12.59
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1.22

.ea

13.11

2.01

1.17

1.02

14.4a

2.50

1.51

1.04

15.48

2.91

1.83

1.0s

14.1s

2.e0

1.45

1.01

u s e
2.15
1.5:
1.09

1s.1s

2.52

1.31

1.10

l m

2.2o

.94

1.12

11.33

2.65

1.25

1.12

1 8 3 1

2.51

121

1.12

11.1a

I a
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1.13
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1.41

1.14
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m . :

ssa.1

as2.1

7 . l *
11.2*
11.4%

6.l*
10.0*
10.1*

5.3%

7.2%

1 2 1 .

5_9*
9.4%
9.5*

seas
w s
1.9%

w s
w s
9.0%

w s
we
93'/l

CAMAL STRUCWRE ll M111111110
Total light $397.9 ml. Duo In 5 Yr $40.0 ml.
LT Debt same mill. LT llllllll s25.o mil.

(LT ivllefcsl named:1.Bx. Weal ht env.:8.6x)

Pompon Aulh-12m $86.9 mu.
0blll. $192.9 mil.

Ha Slb¢k Nona

Common Stock 20.744352 she.
u of wuuo

IIARKET CAP: $715 mlllon (Smal Cap)

2001 2001 I I I I I M

13.9 41.0
85.9 92.0
79.8 140.4
45.1 54.4
42.8 24.4
35.3 52.0

123.2 1308
398% 430%

5.1
53.3
60.0
35.1

2.1
30.3
09.1

333%

CURRENT rosmon

Cos Assets
Other
Current Assets
And! Paysbls
Dlbl Due
Olhsr
Cums Li ly.
Fix. Chg. Cov.

Pu!
11 Yu.

2.0*
2.0%

P a l
s Yll.
1.5%
5_5*
7.0%
0.5%
5.5%

Eifd 'os-.as
b1:-.14

5 . 0 *
7_0*
w s
1_5*
2.0%

AuuulAL RATES
e w w - (WSW)
Rnvonuos~.c¢l?' Fw'

Elrpnngs
Dlvndonds 1.0%
BOOK Value 4.0%

cu-
uular

aunmnLvn:ve»llsslslml.l¢
HIM J11\.30 SCP." 0*31

F\III
You

zoos
m l
zoo
ms
N10

81.1 .

95.8 . .

105.0 .

116.7

122

101.a a s
1138 059
131.7 1001
139.2 105.4
141 111

65.2
11.6
12.9
oar
»1.o

334.7
351.1
410.3
441
a m

cu-
andar

sAmllss ten was A
11u.a1 J\1\.l0 $09.30 own

Full
Your

m e
2007
m a
mos
2010

.31

.37
.31
.39
.35
.as

.04

.01

.01
.12
.11

.ea

.61
.48 t.0s
.58 .94
.60 1.oo .39

1.a4
1.50
1.90
1.99
2.10

Cll-
andar

auAmlLv mum rm I I
uat.a1 Jun.30 SeI.30 n»u1

Fol
Yur

zoos
Nov
m e
Taos
2010

. .2875 .2875
290
293
295

.2875
290
293
295

2815
290
29a
295

1.15
1.16
1.11
1.18

3.5*
m

1.8%
w s

w e

119'/o

1.0%

ams

JI*
91*

2.1%
m s

k w .
n *

1.0%

asks

1.1%

m s

18%
so.

40%
sax

10%
sax

nmnaucemsq
AllllV'dlhll¢Prd

ws
in%

bfelkdcwn. '0l: midontial. 6956: bushman. 10%. pubic lu\hclitbs.
595: indullrhl. 5%. other. 3%. '00 11p0111d dqndllian Rh: 24%.
Has naught;momplayln. Chli lmlnz man w. Foy. Prnidcnl I
CEO: Pale: C. Allan was l=1m¢y). Ina' Dolawan. Mdlusz 1720
Nunn Fin: Strut. Sin Jon. canumu 05112-45sa. Tdsphonsa
401-001-8200. Intsmn: .camllllgmup.oom.

BUSINESS: Gulilbmia War snnm Gfwv plnwidu ngulalod and
nonrogulaln w l lsr ume to roughly 488.800 :woman h 03
communities in Call'omil, Wuhhgton. nm Mex co. Md Hlwli.
Main umicu mu: San Fnndwo Bay ma. Saaamenlo Vdlay.
Sll inal Vllay. Sin Joaquin Vlloy G Pam d Loa Angnlu. Aa-
quired Rio Grands Com; W en Hlwll Uti l i ty (9108). Rlvlnul

i n c r e a s e s

record
I n

I n d e e d .  e a r l i e r  r a t e
d o w n  b y  t h e  C a l i f o r n i a

u t i l l t OS(
$1393 ml1YI0n

I n  t h e
e a r n i n g s

b e  a n y t h i n g  w  w r i t e  h o m e
w e "  2 0 1 0

a s n o t c h  f o r

I n  t h e  f o u r t h  q u a r t e r  a n d  w i l l
o n l_ y  i n t e n s i f y  d 8 ° " ' 8  f o r w a r d .  A s  a  r e s u l t ,
w a v e  t e m  e r e  o u r  e x p e c t a t i o n s .

8 w r e v e n
q u a r t e r

w i l l  n o t

s t o c k

w i t h

W e  l o o k  f o r  s i m i l a r  g r o w t h  i n
q u a r t e r  a n d  f o r  f u l l - v e a r  2 0 1 0 .

t h e d e c l i n e s .

m i l l i o n

l l l c d  i t s

w i t h  i n c r e a s e s  o f
i n  2 0 1 2  a n d  2 0 1 3 .  I t

c o u p l e  a l '  y e a r s .
t h a t

b a l a n c e

e x p e n s e s
A l -

p e n s e s
t o r e s
t h e  i n c r e a s e d

p e r s i s t e d

e s t i m a t -
i n g  t h a t b a r e l y  b r o k e
f i n a l o f  2 0 0 a n d  t h a t
g r o w t h
a b o u t  f o r  f u l l - .
T h e f a l l e n  a
T l m e l l n e s s  a n d  I s  n o w  r a n k e d  4  ( B e -
l o w A v e r s e ) . R e c e n t s h a r e - p r l c c

c o u p e d t h e  t o u g h  o u t l o o k .
m a k e  t h i s  a n  u n a t t r a c t i v e  s e l e c t i o n  f o r  t h e
c o m i n g  s i x  t o  1 2  m o n t h s .
I t s  3 -  t o  5 - y e a r  a p p e a l  I s  b e t t e r ,  b u t
s t i l l  l a c k i n g  I n  o u r  o p i n i o n .  C W T  d o e s
n o t  h a v e  t h e  f i n a n c e s  o n  h a n d  t o  m e e t  t h e
r i s i n g  i n f r a s t r u c t u r e  c o s t s  t h a t  a r e  l i k e l y
1 0  a m o u n t  o v e r  t h e  n e x t
T h e  s h a r e  a n d / o r  d e b t  o f f e r i n g s w i l l
b e  r c q u l r e d  t o  h e l p  I m p r o v e  t h e
s h e e t  w i l l  c o m e  a t  a  p r i c e .  w i t h  t h e  h i g h e r
s h a r e  c o u n t  a n d  I n t e r e s t  r a t e
l i m i t i n g  p o t e n t i a l  s h a r e h o l d e r  § a l n s .
t h o u g h  t h e  d i v i d e n d  y i e l d  l o o k s  c a t h y  a t
l ` l r s t  b l u s h .  t h o s e  s e e k i n g  a n  i n c o m e
v e h i c l e  h a v e  b e t t e r  o p t i o n s  a v a i l a b l e .  p a r -
t i c u l a r l y  o n  a  r i s k - a d j u s t e d  b a s i s .
A n d r e  J  C o s t a n z a J a n u a r y  2 2 , 2 0 / 0

I m p r o v e m e n t s  o n  t h e  r e g u l a t o r y  f r o n t
a u g u r  w e l l  f o r  C a l i f o r n i a  W a t e r  S e r v -
I c e  G r o u p ' s  t o p  l i n e .

h a n d e d
P u b l i c U t i l i t i e s C o m m i s s i o n ( C P U C )
e n a b l e d  t h e  w a t e r t o
h i g h  r e v e n u e s  o f t h e
t h i r d  q u a r t e r ,  a  6 %  i m p r o v e m e n t  f r o m  t h e
y e a r  b e f o r e .
t h e  f o u r t h
M e a n w h i l e . c o m p a n y 2 0 0 9
g e n e r a l  r a t e  c a s e  d u r i n g  t h e  p e r i o d  s e e k -
I n g  S 7 1 i n  2 0 1 1
n e a r l y  $ 2 5  m i l l i o n
w a s  C W T s  f i r s t  c o n s o l i d a t e d  r e q u e s t ,
c o v e r l n  a l l  2 4  d i s t r i c t s .  a n d  a  r u l i n g  m a y
w e l l  t a l e  1 8  m o n t h s  t o  b e  m a d e . c  e x -
p e c t  a  r e l a t i v e l y  f a v o r a b l e  o u t c o m e  g i v e n
t h e  C P U C ' s  m o r e  r e c e n t  d i s p o s i t i o n .
H o w e v e r .  o p e r a t i n g  c o s t s  a p p e a r  t o  b e
o n  t h e  r i s e ,  t o o .  D e s p i t e  t h e  t o p - I l n e  b e n -
e f i t s  m e n t i o n e d  a b o v e .  s h a r e  e a m l n g s  f e l l
1 1 %  I n  t h e  S e p t e m b e r  p e r i o d  a n d  c a m e  I n
a  d i m e  b e l o w  o u r  e s t i m a t e .  O p e r a t i n g  e x -

s w e l l e d  1 0 % .  a s  a g i n g  i n f r a s t r u c -
r e q u l r e d  g r e a t e r  m a i n t e n a n c e .  a n d

d e m a n d  d r o v e  u p  d l s t r l b u
t o n  c o s t s .  W e  s u s p e c t  t h a t  t h e s e  t r e n d s

3.29
Target Price Range

IIIHIH

(A) Basic EPS Excl nonrecurring gain (loss):
00, (7¢); '01, 4¢; '02, 8¢. Next earnings report
due early February

| (B) Dividends historically paid in mid-Feb
May, Aug., and Nov. I Div'd reinvestment plan
available

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

C) Incl. deferred charges. in '08: $3.9 mill
19lsh

In millions, adjusted for split
(E) Excludes non-reg rev

is 2010. Value Line Publisher Inc. All rights reserved. Factual material is obtained from sources believed Io be reliable and is provided without warranties al any kind
THE PUBLISHER Is NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. Thi ublicatiun is strictly lot subscriber's own, non-commercial, internal use. No part
d it may be reproduced, resold, stored or Uansrnitted in any printed, electronic or other form. or us lot generating or marketing any primed or electronic publication, service orpfaduct
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SOUTHWESTWATERNDQ-SNAC 6.26RECENT
PRICE

PIE
RATIO 28.5(3:8;::§3323) M431.65 3.2%DND

YLD
VALUE
LINE

10.2
6.9

12.4
7.6

11.2
8.1

143
10.3

15.2
9.0

19.1
10.8

16.4
11.5

13.4
2.7

6_3
3.t3

4
TIMELINESS Raised 11/27/09

SAFETY New 10/23/09

TECHNICAL 3 Raised 1lll10

BETA 1.10 (1.00 Market)

2012-14 PROJECTIONS
Ann'l Total

Return
20%

6%

Price
13

8

Gain
110%

30%
H'gh
Law

In Buy
Options
to Sell

Insider Decisions
F M A M J J A S O
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0

Institutional Decisions
102009 202009 302009

3 9 4 2 4 2
3 8 3 9 3 1

1 1 0 0 7 1 1 1 0 7 1 0 4 0 1

to Bu
iN swf
Hld's(000

W 2 6 'z
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I I 11l1111 I III III 11

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

4.03

38

08

14

4.20

.38

09

.08

484

44

.12

.08

5.31

.46

,15

.09

5.61

.53

.21

.09

563

.59

25

.10

618

.65

.31

.11

7.49

.76

.38

.13

8.15

.87

.42

,14

9,12

.86

39

15

1070

91

.44

.16

ea

2.31

.72

2.31

.84

2.45

.95

2.40

.74

2.52

.79

270

so

305

.55

344

1.08

3.84

1.78

4.27

1.14

4.90

11.97 12.13 11.74 12.45 12.65 12.83 13.12 13.99 17117 14.35 16.17

358

2,11

4.7%

22.3

1.46

4.2%

14.6

*go

4.7%

16.5

103

3.4%

16.9

97

2.7%

172

BE

2.3%

19.6

112

1,8%

170

111

2.0%

198

1.01

1.7%

24.8

1.35

1.5%

212

1.21

1.7%

2005
9.10

18

.34

.20

1.66

6.49

22.33

35.5

1.89

1.6%

203.2

7.3

36.0%

9.5%

44.7%

55.1%

262.9

344.8

4.1%

5.0%

5.0%

8.80
.50
.30
.20

Revenues per sh
"Cash Fl0w" per sh
Earnings per sh A
Div'd DecI'd per sh a

10.55
1.00
.50
.20

.75
4.55

Cap'l Spending per sh
Book Value per sh D

1.90

5.10

25.50 .C0mm5f1 She 0utst'g c 26.50

Avg Ann'l PIE Ratio
Relative PIE Ratio
Avg Ann'l DiV'd Yield

20.0

1.65

2.0%

225
7.5

Revenues ($mill)
Net Profit ($mill)

280

13.0

MMF

13.5%

Income Tax Rate

AFUDC % to Net ProM

NMF

12.0%

60,0%

40.0%

Long-Term DebtRatio

Common Equity Ratio

59.5%

40.5%

'  255
440

4.0%

'Total Capital ($milI)
Net Plant($mill)

Recur on Total Cap'I

300
500

5.5%

6.5%

6.5%

Return on Shr, Equity
Return on Com Equity

10.0%

10.0%

80.9
4 2

104.7

5.4

1155
6.2

130.8

6.0

173.0

7.2

39.0% 37.0% 360%

14.4%

34.9%

32%

35.9%

452%
541%

48.8%

50.7%

51.4%

482%

56.7%

42.9%

47.9%

51 8%

739
113]
75%

95.0
1575
75%

113.0

171.1

76%

142%

2039
5,8%

152.8

219.5

62%

10,3%

10,4%

11,1%

11.1%

11,4%

11,4%

97%
91%

90%
94%

CAPITAL STRUCTURE as of 9130109
Total Debt $155.7 mill. Due in 5 Yrs $153.5 mill.
LT Debt $153.5 mill. LT interest $7.0 mill
(Total interest coverage: 2.7x) (48% of Cap I)

Leases, Uncapitalized: Annual rentals $5.5 mill.
Pension Liability None

Pfd Stock $458 mill, Pfd Div'd $.020 mill,
Common Stock 24,875,369 she
as ol 10/31/09

MARKET CAP: 5150 million (Small Cap)

200B 9/30/092007

2.9
26.0

1 5
34.0

1 1
29.7

25.4
610
15.0

2 2
18.5
357

269
57.7
18,1

2 2
28.4
45.7

32.7
61.6
14.9
1.9

29.4
46.2

CURRENT POSITION
($NILL)

Cash Assets
Receivables
Inventory (Avg Cst)
Other
Current Assets
Accts Payable
Debt Due
Other
Current Limb.

Past
10 Yrs.

5.0%
3.5%
2.0%
9.5%
9.0%

Esl'd '06-'0B
to'12-'14

2. 5%
9. 5%

12.0%
-2. 0%
-2.5%

Past
5 Yrs
-0.5%
-35%

-10.0%
8.5%
7.0%

ANNUAL RATES
of chalge (persh)
Revenues
"Cash Flow"
Earnings
Dividends
Book Value

Cal-
endar

QUARTERLY RFVENUES (S mill.)

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2006

2007

2008

2009

2010

60.1

57.4

60.4

59.0

60.0

50.8
48.1
49.6
50.1
52.0

57.9

56.8

54.0

56.5

50.0

55.4
55.0
56.9
52.4
55.0

224.2

217.3

220.9

218

225

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

Full
Year

2006
2007
2008
2009
2010

.16

.09

d.02

.05

.0s

.03

.03

d.04

.03

.06

.08

.09

.03

.03

.06

.13

.11

.07

.05

.10

.40

,31 E

.04

.16

.30

Cal-
endar

QUARTERLY DNIDENDS PAID B
Mar.31 Jun.30 Sep.30 DeC.31

Full
Year

2006

2007

2008

2009

2010

.052

.058

.06

.025

.058

.058

.06

05

.052

.058

.06

025

.052

.058

.06

.025

.05

. i t

.23

.24

. l a

70%
33%

78%

31%

78%
32%

5.3%

36%

58%
36%

,8%

78%

2.1 %

58%

2.6%

54%

NMF

112%

NMF

NMF

NMF
NMF

2.5%

66%

Retained to Com Eq

All DiV'ds to Net Prof

6.0%

40%

regulated public water utilities in California, Alabama, Oklahoma,
and Texas. O8-M and Texas MUD Services maintain projects on a
contract and fee basis. Officers and directors own 4.2° / of common
shares (4109 proxy). CEOlChrmn: Mark Swatek. Inc.: DE. Adar.:
One Wilshire Building. 624 S. Grand Ave. Ste. 2900, Los Angeles.
CA 90017. Tel.: 213-929-1800. Internet: www.swwc.com.

BUSINESS: SouthWest Water Company provides a broad range of
sen/ices including water production, treatment and distribution,
wastewater collection and treatment, utility billing and collection,
and utility infrastructure. ll operates four groups, Utility, 32% of
2008 revenues, Texas Utility, 16%; O8-M Services, 18% Texas
MUD Services, 34%. Ulilily and Texas Utility own and manage rate-

end payout. For its November payment,
management doubled the amount paid
during the prior three quarters. Though
we do not expect the dividend rate to fully
recover from the reduction in early 2008,
this increase may be sustainable over the
coming 3 to 5 years. However, even with a
much reduced capital spending budget,
free cash flow appears to fall short of
preferred and common dividend expense.
These neutrally ranked shares are
best suited for risk tolerant investors.
Note, however, that the above-average
price recovery potential is offset by the de-
gree of risk attached to these shares. This
risk is shown by the Low (C++) rank for
Financial Strength, as well as the below-
par scores for Stock Price Stability and
Earnings Predictability. Business pros
sects are clouded due to uncertainties re-
lated to weather conditions and the hous-
ing market.
John D. Burke January 22, 201 O

SouthWest Water Company probably
finished 2009 on a good note Al
though share-profit comparisons likely
dropped, year over year, revenues for the
fourth quarter probably showed a slight
increase. As SouthWest begins to recover
from the weakened economy, we expect
good quarter-to-quarter earnings gains,
excluding charges associated from the de-
layed quarterly filings in 2008 (due to ac-
counting errors). Severe droughts in Cali~
forma and Texas, two key SWWC markets,
reduced water demand in the 12-month
period ending in June, 2009. Moreover, the
resulting dry soil increased repair costs
during the latter half of 2009. Looking
ahead,

In 2010, the top and bottom lines
should continue to recover in l ine
with the overall economy. The company
will likely be bolstered from the recently
approved rate increase for its California
utilities segment. Also, SouthWest plans
to focus on reducing operating costs
through consolidating office support func-
tions, as well as by divesting underper-
forming businesses.
The board voted to increase the divi-

Target Price Range

Illllllllll

(A) Diluted earnings. Excludes nonrecurring
gains (losses): '00, (3¢ 01, (5¢); '02, 1¢, '05
(23¢); '07, (54¢)i '08, ($1.35); SQ '09 (24¢); SQ
09, (54¢). Next earnings report late February

0 2010. Value Line Publishing, Inc. All rights reserved. Far.1ual material is obtained from sources believed to be reliable and is provided without warranties of any kind
THE PUBLISHER IS NOT REsPONSIBLE TOR ANV ERRORS OR OMISSIONS HEREIN. Th subscriber's own, noncommercial, internal use, No pan
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nD-clwsCONN. WATER SERVICES
RECENT
PRICE 23.77 20.0TRAIUNG

PIE RATI0 1.11RELATIVE

PIE RATIO

A'DIVD

YLD 3.8% v
L

U E
E

I 29.76
23.83

30.41
2400

28.17
21.91

27.71
20.29

25.61
22.40

28.95
19,26

26.44
17.31

I
I' l l .1-.
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© VALUE LINE PUBLISHING, INC. 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010/2011

SALES PERSH
"CASH FLOW" PER SH
EARNINGS PER SH
DIV'DS DECL'D PER SH

5.93
1.78
1.13

.80

5.77
1.78
1.12

.81

5.91
1.89
1.15

.83

604
1.91
116
.84

5.81
1.82

.88

.85

5 6 8
1.52

.81
.BE

7.05
1 .90
1.05

.87

7.24
1.95
1.11
.88

4-

1_1gA» B 1.08 C/NA

CAP'L SPENDING PER SH
BOOK VALUE PER SH

1.86
9 2 5

1 .98
10.06

1.49
10.46

1.58
10.94

1.96
11.52

1.96
11.60

2.24
11.95

2.44
12.23

COMMON SHS OUTST'G (MILL 7.65 7.94 7.97 8.04 8.17 8.27 8.38 8.46
AVG ANN'L PIE RATIO
RELATNE PIE RATIO
AVG ANN'L DIV'D YIELD

21.5
1.10
3.3%

24.3
1.33
3 0 %

23.5
1.34
3.0%

22.9
1.21
3.1%

28.6
1.51
3 4 %

29.0
1,57
3.6%

23.0
1.22
3.6%

22.2
1.34
3.5%

20.0 22.0/NA

SALES (SMILL)
OPERATING MARGIN

45.4
56.1%

45.8
57.7%

47.1
52.1%

48.5
51 .0%

47.5
48.3%

46.9
43.7%

590
40.8%

513
49.0%

Bold figures
are consensus

earnings
estimates

and, using the
recent prices,

P/E ratios.

DEPRECIATION (SMILL)

NET PROFIT ($MILL)

5.0
8.7

5.4
88

5.9
9.2

6.0
9.4

B.1
7.2

5.9
6.7

7.2
8.8

7.1
9.4

INCOME TAX RATE
NET PROFIT MARGIN

36.1%
19.1%

33.8%
19.2%

17.9%
19.5%

22.9%
19.4% 15.1%

23.5%
14_3%

32.4%
14.9%

27.2%
15.4%

WORKING CAP'L (SMILL)
LONG-TERM DEBT ($MILL)
SHR. EQUITY ($M1LL)

d3.3
64.0
7 1 6

d5,1
64.8
8 0 7

d3.g
64.8
8 4 2

d.7
66.4
88,7

13.0
77.4
94.9

1,2

77.3
9 6 7

8.1
92.3

100,9

d3.3
92.2

104.2
RETURN ON TOTAL CAP'L
RETURN ON SHR. EQUITY

7 9 %
12.1%

74%
t0.9%

7.5%
10.9%

7.0%
10.6%

5.0%
7.5%

49%
6.9%

5.5%
8.7%

5.9%
90%

RETAINED TO COM EQ
ALL DIV'DS TO NET PROF

3.6%
71%

3.1%
72%

3.2%
71%

3.1%
71%

3%
95%

NMF
105%

1.6%
82%

1.9%
79%

ANa of analysts changing earn. est. in last 9 days: 0 up, 0 down, consensus 5-yea/ earnings growth 9.0/ pa/ year. aBased upon 2 analysts' estimates. C8ased upon 2 analysts' estimates

ANNUAL RATES

5 Yrs.
2.5%

-0.5%
-2.5%
1.5%
3.5%

of change (per share)
Sales
"Cash Flow"
Earnings
Dividends
Book Value

1 Yr.

2.5%
2.5%
5.5%
1.0%
2.5%

2007ASSETS (5miII» )
Cash Assets
Receivables
Inventory (Avg cost)
Other

Current Assets

8.6
11,1
1.0
2.3

23.0

2008

.7
12.0

1 1
2.0

1 5 8

9/30/D9

8.1
13.6

1.2
3.0

25.9

Property, Plant
& Equip, at cost

Acc um Depreciation
Net Property
Other

Total Assets

323.6
51.0

400.5

418.1

115.8
302.3

54.3

372.4

392.5
108.2
284.3

53.5

360.8

6.0

6.5
2.4

14.9

LIABILITIES (Smut)
Accts Payable
Debt Due
Other

Current Limb

5.7
12.1

1.3

19.1

6.8
31.6

2.8

41.2

LONG-TERM DEBT AND EQUITY
as of 9/30/09

Due in 5 Yrs. NATotal Debt $123.6 mill.
LT Debt $92.0 mill.
Including Cap. Leases NA

(46% of Cap l)
Leases, UncapitalizedAnnual rentals NA

Pension Liability $16.7 mill. in '08 vs None in '07

Pfd Stock $.8 mill. Pfd Div'd Paid NMF

Common Stock 8,541,346 shares

(54% of Cap'I)
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BUSINESS: Connecticut Water Service, Inc. primarily
operates as a water utility company in Connecticut. It
operates through three segments: Water Activities, Real
Estate Transactions, and Services and Rentals. The Water
Activities segment supplies public drinking water to its
customers. The Real Estate Transactions segment involves
in the sale of its limited excess real estate holdings. The
Services and Rentals segment provides contracted services
to water and wastewater utilities and other clients, as well as
leases certain of its properties to third parties. This seg-
ment's services include contract operations of water and
wastewater facilities, Linebacker, its service line protection
plan for public drinking water customers, and provision of
bulk deliveries of emergency drinking water to businesses
and residences via tanker truck. As of July 8, it provided
water to to more than 88,000 customers, or about 300,000
people, in 54 towns throughout Connecticut. Has 226
employees. Chairman, C.E.O. & President: Eric W. Thom-
burg. Inc.' CT. Address: 93 West Main Street, Clinton, CT
06413. Tel.: (860) 669-8636. Internet:
http://www.ctwater.com. WT

Fiscal
Year

QUARTERLY SALES ($mill.)
SQ SQ 30 4Q

Full
Year

12131/07

12131/08

12131109

12/31/10

14,4

14.7

13.2

13.6

13.4

17.0

1 7 0

16.6

14.4

16.0

1 5 1

59.0
61.3

Fiscal
Year

EARNINGS PER SHARE
SQ 2Q SQ 40

Full
Year

12/31/06
12131107
12/31/08
12/31/09
12/31/10

.45

.46

.34

.57

.03

.19

.22

.12

.12

.22

.35

.27

.28

.21

.18

.20

.13

.13

81
1.05
1.11

Cal-
endar

QUARTERLY DIVIDENDS PAID

SQ z o SQ 4 0
Full
Year

2007

2008

2009

2010

.215

.218

.222

.218

.222

.228

.218

.222

.228

.215

.218

.222

87
.88
.90

January 22, 2010

3Q'09
26
lg

2860

INSTITUTIONAL DECISIONS

1Q'0g 2Q'09
31 29
24 23

2678 2776

to Buy
to Sell
Hld's(000)

T O T AL  S H AR E H O L D E R  R E T U R N
Dividends plus appreciation as of 72/31/200g

1 Yr. 3 Yrs. 5 Yrs.6  M o s .3  M o s .

I l.!O"/o 9.40% 21 .84% 12.17%
©2010 Value Line Publishing, Inc. All rhos reserved, Factual material is obtained loom sources believed xo be reliable and is provided without warranties al any kind
THE PUBLISHER IS NOT R SPONSIBL FOR ANY ERRORS OR OMISSIONS HEREIN. Thi ublicalion is strictly lot subscriber's own, non-commercial, internal use. No part
d n may be reproduced, resold, stored a transmitted in any printed, electronic or other iuim, or us lot generating or maiitetirig any pnnred or elewonic publication, service or product
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NIDDLESEXWATER NDQ-wsE)<
RECENT
PRICE 11.21 23.6TRAILING

PIE RATI0
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PIE RATIO 1.31
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© VALUE LINEPUBLISHING,INC. 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010/2011

SALES PER SH
"CASH FLOW" PER SH
EARNINGS PER SH
DIV'DS DECL'D PER SH

5.87
1.18
.66
.62

5.98
1 .20
.73
.63

6.12
1.15
.el
.65

6.25
1.28
.73
.66

6.44
1.33
.71
.67

6.16
1.33

so
.68

6.50
1 .49
.87
.69

5,79
1.53
.89
.70

q-

.70A,B
up

.toC/NA

CAP'L SPENDING PER SH
BOOK VALUE PER SH

1.25
7.11

1.59
7.39

1.87
7.60

2.54
8,38

2.18
8.60

2.31
982

1.66
10.05

2.12
10.28

COMMON SHS OUTST'G (MILL) 10.17 10.36 10.48 11.36 11.58 13,17 13.25 13.40
AVG ANN'L PIE RATIO
RELATNE PIE RATIO
AVG ANN'L DIV'D YIELD

24.6
1.26
3.8%

235
1.28
3.7%

30.0
1.71
3.5%

26.4
1.39
3.4%

27.4
1.45
3.5%

22.7
1,23
3.7%

21.8
1.15
3.7%

19.8
1.19
4.0%

24.6 21.5/NA

SALES ($MILL)
OPERATING MARGIN

59.6
47.2%

61.9
471%

64.1
44.0%

71 .o
44.4%

74.6
44.4%

BI . 1
47.4%

86.1
47.0%

91.0
46.9%

Boldfigures
are consensus

earnings
estimates

and,using the
recentprices,
P/E ratios.

DEPRECIATION (SMILL)

NET PROFIT ($M1LL)

5,3
7.0

5.0
7.8

5.6
5.6

64.
8.4

7.2
8.5

7.8
10.0

8.2
11.8

8.5
12.2

INCOME TAX RATE
NET PROFIT MARGIN

34.8%
11.7%

33.3%
125%

32.8%
10.3%

31.1%
11.9%

27.6%
11.4%

33.4%
124%

32.6%
13.8%

332%
13.4%

WORKING CAP'L ($MILL)
LONG-TERM DEBT (SMILL)
SHR. EQUITY ($MILL)

d.9
88.1
76.4

,393
87.5
80.6

d13.3
97.4
83.7

d118
115.3
99.2

d455
1282
103.6

2.8
130.7
133.3

A916
131.6
137.1

d40.9
118.2
141.2

RETURN ON TOTAL 6AP'L
RETURN ON SHR. EQUITY

56%
9.1%

6.0%
9.6%

5.0%
7.9%

5.1%
8.5%

5.0%
82%

5.1%
7.5%

5.6%
8.6%

5.8%
8.6%

RETAINED TO COM EQ
ALL DIV'DS TO NET PROF

.5°/,
94%

1.3%
87%

NMF
106%

9%
90%

5%
94%

1.2%
84%

1.8%
79%

1.9%
78%

*Naof analysis changing earn. est. in last 9days: 0 up, 0 down, consensus 5-year earnings growth 9.09' per year. BBased upon 3 analysts' estimates. °Based upon 3 analysis' estimates.

ANNUAL RATES
of change (per share)
Sales
"Cash Flow"
Eamings
Dividends
Book Value

5 Yrs.
1.5%
4.5%
5.5%
2.0%
6.5%

1 Yr.
4 5 %
2.5%
2.5%

1.5%
2.5%

9/30/09

3.1
18.2

1.5
1 7

24.6

2007

2.0
12.8

1.2
1.4

17.4

2008

3.3
14.3

1.5
1.5

20.6

ASSETS($miII.)
Cash Assets
Receivables
Inventory (Avg cost)
Other
Current Assets

380.0

52.2

456.8

398.6
64.7

333.9
41.4

392.7

436.8
70.5

366.3
53.1

44000

ProgeNy, Plant
Equip, at cost

Acc um Depreciation
Net Property
Other
Total Assets

5.7
43.9
11.9
61.5

4.5
47.4
11.0

62.9

LIABILITIES($mill.)
Accts Payable
Debt Due
Other
Current Liab

6.5
9.0

11.5
27.0

LONG-TERM DEBT ANDEQUITY
as of 9/30/09

Due in 5 Yrs. NATotalDebt$174.1 mill.
LTDebt$126.7 mill.
IncludingCap. Leases NA

(47% of Cap I)
Leases, Uncapitalized Annual rentals NA

Pension Liability $255 mill. in '08 vs. $13.3 mill. in 07

Pfd Stock None Pfd Div'd Paid None

Common Stock 13,469,000 shares
(53% of Cap'l)
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BUSINESS: Middlesex Water Company engages in the
ownership and operation of regulated water utility systems
in New Jersey (NJ) and Delaware, and a regulated waste-
water utility in NJ. It offers contract operations services and
a service line maintenance program through its nonregu-
lated subsidiary, Utility Service Affiliates, Inc. Its water
utility system treats, stores, and distributes water for resi-
dential, commercial, industrial, and tire prevention pur-
poses, It also provides water treatment and pumping ser-
vices to the Township of East Brunswick. Its other NJ
subsidiaries offer water and wastewater services to residents
in Southampton Township. Its Delaware subsidiaries pro-
vide water services to retail customers in New Castle, Kent,
and Sussex counties. In November, the company announced
the acquisition of the assets of Twin Lakes Water Services,
Inc., which serves approximately 330 people in Shohola,
Pennsylvania, Has 269 employees. Chairman: J. Richard
Tompkins. Address: 1500 Ronson Rd, P.O. BOX 1500,
Roselin, NJ 08830. Tel.: 732-634-1500. Internet:
http://www.middlesexwater.com.

W T

Fiscal
Year

QUARTERLY SALES (Still.)
SQ 2Q to SQ

Full
Year

12/31/07

12/31/08

12/31/09

12/31/10

21.2
21.5

24.1
25.7
255

21.8
23.0
23.1

19.0
20.8
20.6

86.1
91.0

Fiscal
Year

EARNINGS PER SHARE
SQ 2Q an 4Q

Full
Year

12131106

12131107

12131108

12131109

12131110

.14

.19

.13

.10

.28

.31

.35

.29

.15

.13

.15

.10

.08

.25

.24

.26

.21

.22

.82
,Ev
.89

Cal-
endar

QUARTERLY DIVIDENDS PAID

1 0 2Q 3 0 4 0

Full
Year

2007

2008

2009

2010

.173

.175

.178

.173

175

.178

.175

.178

.18

.173

.175

.178

.69
70
.71

January 22, 2010

3Q'0g
30
28

4958

INSTITUTIONAL DECISIONS
1Q'09 2Q'09

41 41
27 ea

4505 4902

to Buy
to Sell
Hld's(000)

TOTAL SHAREHOLDER RETURN
Dividends plus appreciation as of 12/31/2009

1 Yr. 3 Yrs. 5 Yrs.3  M o s . 6  M o s .

IO. IO'/0 Z4 . {8 ' / 0 7.19% 11.949
©2010 Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties al any land
THE PUBLISHER IS NOT R SPONSIBL FDR ANY ERRORS OR OMISSIONS HEREIN Th publication is strictly lot subscriber's own, non-commercial, internal use, No pan
d it may be reproduced, resold, stored or transmitted in any printed, electronic or other tom or u lot generating or marketing any printed or electronic publication, service or product



SJW CORP. NYSE--SW
RECENT
PRICE 22.54 TRAILING

PIE RATl0 28.2 RELATIVE
PIE RATIO 1.57
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© VALUE LINE PUBLISHING, INC. z001 2002 2003 2004 2005 2006 2007 2008 2009 2010/2011

SALES PER SH
"CASH FLOW" PER SH

EARNINGS PER SH
DIV'DS DECL'D PER SH

7.45
1.49
.77
.43

7.97

1,55
.7B
.46

8.20
1 .75
.91
.49

9,14
1.89

.87

.51

9.86
221
1.12
.53

10.35
2.38
1.19

.57

11.25
2.30
1.04

.61

12.12
2.44
1.08

.65

.to A,B 1.17°/nA

CAP'L SPENDING PER SH
BOOK VALUE PER SH

2.63

8.17

206
8.40

3,41
9.11

2,31
10.11

2.83
10.72

3.87
12.48

5.62
12.90

3.79

13.99

COMMON SHS OUTST'G (MILL) 18.27 18.27 18127 18.27 18.27 18.28 18.36 18.18

AVG ANN'L PIE RATIO
REIATIVE PlE RATIO
AVG ANN'L DIV'D YIELD

18.5
.95

3.0%

17.3
.94

3.4%

15.4
.88

3.5%

19.6
1.04
3.0%

19.7
1.04
2.4%

23.5
127
2.0%

33.4
1.77
1.7%

26.2
1.58
2.3%

28.2 19.3/NA

SALES ISMILL)
OPERATING MARGIN

136.1
64.4%

145.7
63.7%

149.7
56.0%

166.9
5 6 4 %

180.1
55.9%

189.2
57.0%

206.6
41 .8%

220,3
42.4%

Bold figures
are consensus

earnings
estimates

and, using the
recent prices,

P/E ratios.

DEPREC\ATION'(SMILL)

NET PROFIT ($MlLL)

15,2
14.0

1 4 0
14.2

15.2
16.7

18.5
1 6 0

19.7
20.7

21.3
22.2

22.9
19.3

24.0
20.2

INCOME TAX RATE
NET PROFIT MARGIN

34.5%
10.3%

40.4%
9.8%

36.2%
11.2%

421%
96%

41.6%
11.5%

40.8%
11.7%

39.4%
9.4%

39.5%
9.2%

WORKING CAP'L ($MILL)
l_QNG;TERM DEBT (SMILL)

SHR. EQUITY (SMILL)

d3.8
110.0
149.4

d4.9
1100
153.5

1i.0
139.6
166.4

13.0
143.6
184.7

10.8
145.3
195.9

22.2
163.6
228.2

d1.4
216.3
236.9

d11.3
216.6
254.3

RETURN ON TOTAL CAP'L
RETURN ON SHR. EQUITY

6.7%
9.4%

6.9%
9.3%

6.9%
10.0%

6.5%
8.7%

7.6%
10.6%

7.0%
9.7%

57%
8.2%

518%
8.0%

RETAINED TO COM EQ
ALL DIV'D$ TO NET PROF

44%
56%

3,8%
59%

4.7%
53%

36%
58%

5.6%
47%

5.2%
46%

3.5%

57%

3.3%
59%

R . 6

*No of anaiysrs changing earn. est. in Iasi Q days: 0 up, U down, consensus 5-year earnings growth not avaiiabia. Biased upon 2 analysts' estimates. °8ased upon 2 anaiysfs' estimates.
. .

ANNUALRATES

1 Yr.
75%
6.0%
4.0%
6.5%
8.5%

of change (per share)
Sales
Cash Flow"

Eamings
Dividends
Book Value

5 Yrs.
7.5%
8.5%
6.0%

5.5%
9.0%

2008 9/30/09

1.9
34.6

.g

2.5

39.9

3.4
24.5

.9
3.2

32.0

2007

2.4
23.0

.8

5.4

31.6

ASSETS ($MiII.)
Cash Assets
Receivables
inventory
Other

Current Assets

719.5

121.9

881.3

958.7
274.5
654.2

134.7

850.9

904.3

258.8
645.5

90.2

767.3

Property, Plant
8- Equip, at cost

Acc um Depreciation
Net Property
Other
Total Assets

9.1

5.1
23.1

37.3

5.8
19.1
18.4

43.3

9 3
5.5

1B.1

33.0

LIABILITIES ($milI.)
Accts Payable
Debt Due
Other
Current Limb

LONG-TERM DEBT AND EQUITY
as of 9/30/09

Due in 5 Yrs. NATotal Debt $251.1 mill.
LT Debt $246.0 mill.
Including Cap. Leases NA

(49% of Cap'I)
Leases, UncapitalizedAnnual rentals NA

Pension Liability $42.3 mill. in '08 vs. $23.4 mill. in '07

Pfd Stock None Pid Div'd Paid None

Common Stock 18,498,897 shares
(51% of Cap'l)
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BUSINESS: SJW Corporation, through its subsidiaries,
engages in the production, purchase, storage, purification,
distribution, and retail sale of water. The company offers
nonregulated water-related services, including water system
operations, cash remittances, and maintenance contract
services. SJW also owns undeveloped land; a 70% limited
partnership interest in 444 West Santa Clara Street, L.P., and
operates commercial buildings in Arizona, California, Con-
necticut, Florida, Tennessee, and Texas. As of December 3 l ,
2008, SJW  provided water service to approximately
226,000 connections that served a population of approxi-
mately one million people in the San Jose area. It also
provides water service to approximately 8,700 connections
that serve approximately 36,000 residents in a service area
in the region between San Antonio and Austin, Texas. Has
379 employees. Chairman: Charles J. Toeniskoetter. Inc.:
CA. Address: 110 W. Taylor Street, San Jose, CA 95110.
Tel.: (408) 279-7800. Internet: htm:// .sjwater.com.

WT

Flscal
Year

QUARTERLY SALES ($mill.)
10 2Q 30 SQ

Full
Year

12131107

12131108

12/31109

12/31110

47.6
495

39.0
41.a
40.0

64.9
69.5
69.3

55.1

60.0

58.2

206.6
2203

Fiscal
Year

EARNINGS PER SHARE
SQ 2Q SQ SQ

Full
Year

12/31/06

12/31/07

12/31/08

12131109

12131/10

.48

.43

44

.43

22

.20

.15

.13

.35

.29

.34

,23

.32

.14

12

15

d.01

.09

119
1.04
1.08

Cal-
endar

QUARTERLY DIVIDENDS PAID

SQ t o 3 0 SQ

Full
Year

2007

2008

2009

2010

.151

.161

.165

.151
161

.165

.151

161

.165

151
.161
.165

SO
64
.66 January 22, 2010
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over a five-year period. The betas are then adjusted by Value Line for

their long-term tendency to converge toward 1.00. The beta coefficients

for the water utilities included in my sample ranged from 0.65 to 0.75 with

an average beta of 0.68

6

7

10

What are the results of your CAPM analysis?

As shown on Pages 1 and 2 of Schedule WAR-7, my CAPM calculation

using a geometric mean for rm results in an average expected return of

7.25 percent. My calculation using the arithmetic mean results in an

average expected return of 8.62 percent. Although there is some debate

on this point, I believe that the consensus among financial analysts

appears to be that the arithmetic mean is the better of the two averages

For this reason, I believe that the 8.62 percent figure is the better check on

the result of my DCF analysis

16 Please summarize the results derived under each of the methodologies

17

Q.

A.

Q.

presented in your testimony

The following is a summary of the cost of equity capital derived under

each methodology used
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METHOD RESULTS

7.25% ... 8.62%

Based on these results, my best estimate of an appropriate range for the

cost of equi ty is from 7.25 percent to 9.04 percent. My final

recommendation is an 8.83 percent return for Rio Rico's cost of equity

capital

10 Q How did you arrive at your recommended 8.83 percent cost of common

equity?

My recommended 8.83 percent cost of common equity was arrived at by

taking a mean average of the results of my 9.04 percent DCF figure and

the higher 8.62 percent result of my CAPM analysis which was calculated

with an arithmetic mean

17

18

20

Is this the method that you have typically used to determine the cost of

equity capital in prior rate case proceedings

No. In prior rate case proceedings, I have typically recommended the cost

of equity that is derived solely from my DCF analysis

1(9.04%+8.s2%)+2]=(17.66%)+2=8,8a° 4

Q.

27
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1 Why have you departed from your typical practice in this proceeding

My decision to average the results of my DCF analysis and my CAPM

analysis (calculated with an arithmetic mean), was based on the fact that

my recommended capital structure for Rio Rico is comprised of 100

percent equity capital. Because the Company faces no financial risk (i.e

the risk of not being able to meet debt service obligations) I do not believe

that a return on common equity that is based on the high end of my

analysis is warranted in this case

10 Q. Have you made adjustments to your DCF results in prior cases?

Yes. In the last water utility rate case that I testified in, I increased my

DCF result by fifty basis points to recognize the additional financial risk

faced by Arizona-American Water Company, inc ("Arizona-American")

My fifty basis point adjustment in that case took into consideration

Arizona-American's highly leveraged capital structure (which was

comprised of 60.0 percent debt and 40.0 percent equity). In this case, a

fifty basis point downward adjustment to my 9.04 percent DCF figure

would have resulted in a cost of equity of 8.54 percent which falls between

the high and low ends of my CAPM results. Given this fact, l believe that

a more reasonable figure is one that falls in the higher range between my

DCF and arithmetic mean CAPM results. As I will discuss later in my

testimony, Rio Rico, with my recommended capital structure of 100

Q.

28
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percent equity, faces less risk than the other publicly-traded companies

included in my proxy. For the reasons l have just stated, I believe that a

twenty-one basis point downward adjustment to my DCF result of 9.04

percent is justified in this case

6 Current Economic Environment

7 Q. Please explain why it is necessary to consider the current economic

environment when performing a cost of equity capital analysis for a

regulated utility

Consideration of the economic environment is necessary because trends

interest rates, present and projected levels of inflation, and the overall

state of the U.S. economy determine the rates of return that investors earn

on their invested funds. Each of these factors represent potential risks

that must be weighed when estimating the cost of equity capital for a

regulated utility and are, most often, the same factors considered by

individuals who are investing in non-regulated entities also

18 Please discuss your analysis of the current economic environment

My analysis includes a review of the economic events that have occurred

since 1990. Schedule WAR~9 displays various economic indicators and

other data that I will refer to during this portion of my testimony

Q.

29
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1 INTRODUCTION

3 Please state your name, occupation, and business address

My name is William A. Rigsby. I am a Public Utilities Analyst v employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 W

Washington, Suite 220, Phoenix, Arizona 85007

8 Please state the purpose of your surrebuttal testimony

The purpose of my surrebuttal testimony is to respond to Gold Canyon

Sewer Corporation's ("Gold Canyon" or "Company") rebuttal testimony on

RUCO's recommended rate of  return on

RUCO's recommended capital structure and

Company's wastewater operation located in Penal County

invested capital (including

cost  o f  debt) f or the

15

16

Will your surrrebuttal testimony address the rate base, operating revenue

operating expense, or rate design issues in the case?

No. Those issues and the issue of excess capacity will be addressed in

the surrebuttal testimony of RUCO witness Rodney L. Moore

Q.

Q.

Q.

Have you filed any prior testimony in this case on behalf of RUCO?

Yes, on June 16, 2006, I f i led direct  test imony with the Arizona

Corporation Commission ("ACC" or "Commission") on Gold Canyon's

application requesting a permanent rate increase. My direct testimony

addressed the cost of capital issues associated with Gold Canyon's filing
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How is your surrebuttal testimony organized?

My surrebuttal testimony contains three parts: the introduction that I have

just presented, a summary of Gold Canyon's rebuttal testimony, and a

section on the cost of capital issues

6 SUMMARY OF GOLD CANYON'S REBUTTAL TE$T|M0NY

7 Have you reviewed Gold Canyon's rebuttal testimony?

Yes. I have reviewed the Company's rebuttal testimony, which was filed

on July 27, 2006

11 Briefly summarize the Company's rebuttal testimony

cost of  capital witness, Mr. ThomasThe Company's J. Bourassa

disagrees with my recommendations on capital structure, hypothetical cost

of debt and cost of common equity. He is also critical of the methods that

I have used to derive my original recommended 9.04 percent cost of

common equity for Gold Canyon

18 COST OF CAPITAL

Have you made any changes to the cost of common equity that you

recommended in your direct testimony?

Yes. I have revised my recommended cost of common equity downward

Q.

Q.

from 9.04 percent to 8.60 percent. The 8.60 percent figure was derived

from an updated discounted cash flow model ('DCF") analysis, which used
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activity.

support for my revised 8.60 percent figure

an eight-week average of closing stock prices, data published in The

Value Line Investment Survey ("Value Line") July 28, 2006 water utility

industry update (Attachment A), and updated data from Zacks Investment

Research, Inc. (Attachment B). My revised 8.60 percent estimate also

takes into consideration forward-looking Value Line projections for the

time frame that runs from 2006 through 2011. In addition to updating the

stock price data used in the DCF model, I have also updated all of the

components used in my capital asset pricing model ("CAPM") analysis

which is also impacted by stock price and interest rate (i.e. treasury yield)

Surrebuttal Schedules WAR-1 through WAR-9 will provide

13

Yes.

Has there been any recent activity in regard to interest rates?

On Tuesday, August 8, 2006, the Federal Reserve ("Fed") halted

its series of seventeen consecutive quarter-point rate increases, which

have boosted the federal funds rate from a level of 1.00 percent in mid

Q.

2004 to the current rate of 5.25 percent. The Fed's action was influenced

by economic data on a slowing U.S. economy that could result in lower

levels of inflation. while there is a debate among Fed watchers as to the

impact of this pause, some analysts believe that the Fed had actually
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gone too far in its rate increase campaign and that rate cuts could be a

possibility depending on the direction that the economy takes

4 Q. Please explain the main reason why your revised DCF results are lower

than the DCF results that were presented in your direct testimony

The main reason is that the stock prices of the publicly traded water

utilities included in my sample have declined in recent months as a result

of rising interest rates. Investors who found the yields of these stocks

attractive because of lower interest rates, created a demand that forced

10 the prices of these stocks up- Now that interest rates have increased, the

shine is off on water stocks and these same investors are selling their

shares and putting their funds into instruments with more attractive yields

14 Q.

15

Wouldn't the yields on the water utility stocks in your sample be higher

because of the stock price declines?

Yes. That is true. Since the dividends on these stocks have remained

constant, the dividend yield component (DI + P0) of my DCF model has

increased from an average of 2.03 percent in my direct testimony,to my

revised average of 2.36 percent. However, the lower stock prices and the

updated Value Line estimates produced a lower DCF growth estimate (g)

in, Greg, "Fed Holds Interest Rates Steady As Slowdown Outvveighs Inflation," The Wall Street
Journal Online Edition, August 8, 2006
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1 Please explain how the lower stock prices and the updated Value Line

estimates produced a lower DCF growth estimate?

The growth component of my DCF model declined from the 7.01 percent

estimate presented in my direct testimony to my revised figure of 6.25

percent. The July 28, 2006 Value Line estimates have resulted in a lower

internal growth (Br) estimate that has dropped from 5.00 percent in my

direct testimony to my revised estimate of 4.68 percent. My revised

external growth estimates are partially a result of the lower stock prices

that have produced lower market to book ratios for all four of the water

utilities in my sample (i.e. the market-to-book ratios are moving closer to a

ratio of 1.0). The lower market-to-book ratios have contributed to my

lower external (sv) growth estimate of 1.57 percent estimate that is 43

basis points lower than the 2.00 percent estimate presented in my direct

testimony

16 Please summarize the results of your revised cost of capital analysis

A summary of my revised cost of capital analysis, on water utilities, is as

follows

METHOD RESULTS

Q.

Q.

8.60%

9.11% - 10.56%
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Has Gold Canyon's witness made any changes to the Company-proposed

cost of common equity as a result of the Value Line update?

The Company's witness stated that he had updated his models using data

from Value Line's April 28, 2006 water utility industry update for the prior

quarter, but is still proposing a 10.50 percent cost of common equity

7 Briefly summarize the positions of the parties to the case in regard to

capital structure, cost of debt, cost of equity and weighted cost of capital

Both ACC Staff and the Company are recommending debt-free capital

structures comprised of RUCO is100 percent common equity.

recommending a hypothetical capital structure comprised of 40 percent

debt and 60 percent common equity, with a hypothetical cost of debt of

8.45 percent. The costs of common equity being recommended are as

follows

10.50%Gold Canyon

ACC Staff 8.40%

RUCO (revised) 8.60%

The weighted costs of capital being recommended by the parties to the

Q.

case are as follows
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l BY THE COMMISSION

INTRODUCTION

On June 3, 2005, Arizona-American Water Company ("Arizona-American" or "Company")

4 tiled wide the Arizona Corporation Commission ("Commission") an application for a rate increase in

5 its Paradise Valley Water District ("District"). The application also requests approval for the District

6 of an Arsenic COst Recovery Mechanism for investments required by the Company to comply with

7 federal water arsenic reduction requirements; a High Block surcharge that would be imposed for

8 conservation purposes on usage in the highest consumption block; and a Public Safety surcharge for

9 investments by the Company related to improvement of fire flow facilities

10 Arizona-American serves approximately 131,000 customers throughout the State of Arizona

l l pursuant to various Certificates of ConVenience and Necessity granted by the Commission to the

12 Company and its predecessors in interest. The District serves approximately 4,737 metered

13 customers, 93 percent of whom are residential customers, located in portions of the Town of Paradise

14 Valley, the City of Scottsdale, and unincorporated Maricopa County

15

16 By Procedural Order issued August 15, 2005,a hearing was set in this matter to commence on

17 March 27, 2006. A Procedural Order was issued on February 28, 2006 consolidating the Company's

18 rate application with the above-captioned applicadon filed by the Company on December 22, 2005

19 requesting Commission approval of ah agreement between Ethe Company and the Paradise Valley

20 Country Club ("PVCC") that would allow PVCC a 15 percent discount from the.CoMpany's standard

21 turf rates

22 Intervention Was requested by and granted to the Residential Utility Consumer Office

23 ("RUCO") and PVCC. The Town of Paradise Valley ("Town") filed a letter requesting intervention

24 on March 20, 2006, but later tiled a letter on March 27, 2006. withdrawing its~ intervention request

25 No other intervention requests were filed

26 On October 26, 2005, the Company docketed an davit certifying that a copy of the notice

27 required by the August 15, 2005 Procedural Order. Was included in each SepteMber 2005 bill mailed

28 to customers in the Company's Paradise Valley Water District

Procedural Historv

DECISION 68858
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2

3

The rate application originally inclilded a request for an Accounting Order authorizing the

deferral of capital costs incurred by the District related to public safety associated .with tire flow

I-Iowever,. on September 16, 2005, the Company filed a letter in this docket including details

4 regarding the requested Accounting Order, and on.October 4, 2005, the Company filed in separate

5 docket, Docket No. W-1303A-05-0704, request to bifurcate the Accounting Order request from. the

6 rate application. The ComMission subsequently issued Decision No. 68303 on NoVember 14, 2005

7 granting the Company's request for an Accounting Order allowing it to defer capital. costs related tO

8 public Safety associated with iireflows. DecisioN No. 68303 limitéd the authorized deferral amounts

9 to depreciation expeNse and a post. in-service allowance .for funds used during construction

10 - ("AFUDC") with interest rates set at the Conlpany's cost of debt concurrent with the deferral period

l l FOrConvenience of reference; a copy Of DecisioN No. 68303 is attached hereto as Exhibit A

A healing was held as Scheduled oommeiicing on March 27, 2006 and cOhtinoing. on March

13 28, March .29 and April 3, 2006. Several members of the public appeared on the first day of hearing

12

15

14 and provided public comment oh the application

The Company, RUCO and the. Commission's Utilities Division Stal1TI("Stafl") appeared at the

16 hearing and presented 'evidence before an Administrative Law Judge of the Commission..Follow/ing

17 . pOst-hearing tilings, which iNcluded initial and reply briefs timely filed by the.p9.rtieS on May 5 and

18' May 26, 2006, respectively the consolidated matters were taken undergdvisement

On lluly 3,.2006,.'the ToWNliled intheselconsolideted dockets a Motion for Leave to File

20 AmicUs Curiae Brieil to which was attached an amicus curiae brie

19

21 Rate Application

The chrteni fates and charges far the Distri¢tweme authorized in DecisionNo.6183.1 (July 20

23 1999), based on a rest year ended Jaine 31),1998, arid becaméeffebtive on -August 1, 1999; The

22

24 current rate application is". baaed `on atwelve month test yea ended December 10,. 2004.. The

25 Company is requesti;1g aniNaease in révemies .for the District nf.$427,939, for aiiincrease. of:8.4.3

26 over test year adjusted ;° evefaue.sof.$5,079,l95, fore total grevenug i'equirement of $5,507,l34

Due to the liaxencss ofthe ming in relation to the timing requiremeNts 'for .the docketing of a recdmrnended Opinion and

Order f or  Commis s ion c ons iderat ion,  the amicw curiae br ief  c ou ld  not  be c ons idered  in .  t he pneparat ion  d f the

reqoxnmended Op'mion and Order

DECISION 68858
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1

2

3

4

5

RUCO is recommending a decrease in reveNues 0fl$436,352, or 8.59 percent, from test year adjusted

revenues of $5,079,195, for a total reVenue requirement of $4,642,843. Staff is recommending a

revenue fincreaSe of $254,l64, or 5.0 percent over test year adjusted revenues of $5,079,l95, for a

total revenuerequirement of $5,333,359. BaSed on adjustments to the Company's tiling as set forth

herein. we authorize an increase in revenues of $l99,37l, which is a 3.93 percent increase over test

6 year adjusted revenues of $5,079,195, fore total revenue requirement of $5,278,566

7 11.. RATE BASE

9

10

The -Company proposes an adjusted tem year MUM Cost Rate Base ("OCRB") .of

$14,412,9d3..S .is in agreement With Ms pmt. RUSSO proposes M adjusted test. ye OCRB

of $10,809,498

Plant in Service

12 Staff alsoThe Company proposes adjusted test year plant in service of $32,508,049.

13 recommends $32,508,049, and RUCO recommends $29,358,325

Post-Test Year Plant - Fire Flow Improvement Projects

The OCRB proposed by the Company includes $3,018,867 of post-test year plant consisting

16 of frretlow improvement projects known as the Jackrab'bit/Invergordon project

Discussion

14

StyLE Verified that the post-test year plant at issue entered into "service iN 2005, is revenue

19 neutral. and does 'Not materially reduce operating expenses (Direct Testimony of James J.Dor£

20 Hearing Exh. S-1 at 4-5).. Staff .recoNtmende inclusion Of¢he- fire How projects in rate base to

21 encourage improvement in Public tiresafety and to minimize the deferral .of costs to future periods

22 pursuant tithe Accounting Order adopted bY the.commission in Decision No. 68303 (id at 5). The

23 Cornpanyjnitially reqOested."1nc1usiOn of post-test year .plant amounts in addition to the $3,018,867

24 amount reOOnimended by Stéfh Those aldditional .amounts include.$105,l64 .for work Orders the

25 Company. asserts .m associated Witlrthe Jacklrabbit/Invergordon project, and an additional tire flow

26. improvemWt project, laiownes the NaimiVall¢y Dive improi/emnents,atthe Company's asserted

27. cost of $420,755 (Rebxittd. TestimonylOf Joel M. Reiker, Hearing Exp. A-15 at 8-9). Staff opposed

28~ the Mclusion of the aaaifi0nal post-test year Jaclaabbit/IiiVergordon work order costs and the Nauni

DECISIOI 68858



DOCKET no. W-01303A-05-0405

I Valley Drivecosts in the Company's plant in serVice at this time, because the additional project's in

service date, as well as the dates of the work orders were more than 90 days past the date the rate

3 application was found sufficient.' The Company ultimately agreed to Staff's position, based on the

4  f a c t .that the Jackrabbit/Invergordon work order costs and the Nanni Valley Drive costs may be

5 deferred Pursuant. to the Decision No. 68303 Accounting Order, and on the Company's understanding

6 that the disputed amouNts will be eligible for recovery as CIAC through funds generated by the

7 .Public Safety surcharge for Which the Company is requesting approval 'm this proceeding (Tr. at 274)

8 The PublicSafety surcharge iS discussed in a separate section below

The COmpany states that its request to include' the post-test year fire flow improvements in

10 rate base is.supportedby the factthat the prOjects were requested by and supported by residential

11

12

13

14

customers; the :prQj©° ts--will protect the lives 'and properties' of residential -customers; and the

District's residential customers are willing to pay for the improvement projects. The CompanyStates

that- the TOwn also requested the two other water utility service. providers operating .in the Town

Bemeil WaterlCotnpanyand the City 'of Phoenix, to make fire' flow improvements, and that- the

15 decision to request the fire flow improvements was the result of a collaborative, grass-roots process

16 The Company asserts that the Town caNnot legally fund the foe flow improvements; that the~Town

17

18

19

20

21

and its -residents are' aware .of the rate increases- needed to fund the improvements, Which' 'are

estimated "to eventuallytotal..Up ,to $16 million at completion .(Direct Testimony of David P

Stephenson, Hearing Exh. A-.19 at- 24); that the improvements will enable the Disti'ict'S

to support the Town CQde'Slrequitement 'to provide a minimum flow of 1,500 gallons

per minute

22

24

Staff based its position on language in Decision No.66183 1, the Disu'ict's prioriate case, which stated

Further, 'm order t o a l l ow Staff and intervenorS an adequate t ime to review and audi t  any such

adjustments, the Company shall limit its adjustments to add pos t-TY plant tO inc lude only plant
that is used and useful and in service within 90 days of the date that the rate appl icat ion is deemed

sufficient

Dec is ion No. 61831 ate

See Chapter 13, Article 13-1, Section 13 of the Pa17adise.Valley Town. Codewhich provides

The minimum 'rite flow li'om all hydrants in.the Town will be 1,500 gallons pen* minute
(5,~678.1. liters perminute)
The Chief may increase or decrease minimum hydxaht Hows 'based on. review of hazard

and warmer distribution system
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5

RUCO believes that the Ere flow improvements are discretionary expenditures Which should

not be included in the District's rate base at this time or at any time in the future. RUCO proposes

instead that the Town, as the entity requesting the 'fire flow improvements, should contribute the

projects' costs to the CoMpany,paid for through taxes'(RUCO Br. at 9)- RUCO argues that' there is

no Commission rule, policy or statute that governs or sets a fire flow standard, and no regulatory rate

6 making principle that requires or SupportS a fire flew standard.. RUCO asserts that typically when a

7 third party requests the coNstruction of additional Water iNfirastlrucnue from al regulated utility, the

8 Commission requires an advance in aid'of construction- ("AIAC") ~or a contribution in aid of

9

10

11

construction ("CIAC"); that such -rate treatment is especially appropriate when the cost -of

expenditures outweighs 'the expected Wvenue firm the project (Direct Testimony .Of Marylee Diaz

Cortez, Hearing Exh-. R-11=a¢ 8);. any! that it is appropriate in this case because the fire flow

12 improvements are non-revenue producing. RUCO argues that while ratepayers in the District may be

13 able to absorb increased rates associated with placing .the fire flow improvements in rate base

14 ratepayers in other communities may not be able to do so. RUCO fears that allowing the District to

15

16.

include the improvements in rate base Will lead to unaffordable water service in A1izona.(RUCO

Initial Br. at'5)

The Company states that the Town fas informed the Company that A.R.S. §9-514 and/Or the

18 Gift Clause iii the ArizOnaConstitution would prohibit the Town from spending generadfund money

19 to build the fire infrastructure that would be owned bY the Company (See Hearing Exh. R-1. See also

20 Hearing Exh. A-29, a copy of a letter from the TowN coChairman Hatch-Miller dated February 15

17

21

22

2006 and signed by ToWn-Manager Thomas M. Martinson, which states; 'the Town goverNment

cannot, for both statutory and public policy feasonsg fund water system improvements for a.private

23 utility.")..RUCO disagrees With this legal. RUCO argues that the Commission should

24 reject the Town's "¢1aim'* that A.R.S. § 9-514 Prevents. it from iimding the lire How improvements

25 basedOn the Arizona Supreme Court's holding in Town ofGila.Bend v. Walled Lake DoOr Co., 10'7

26 Ariz. 545. (1971), .490 P.2d 551.that A.R.S. §9-514 leads .with the power of municipalities toengage

It must be noted that the Town is not a party to this proceeding
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1

2

3

in competition with Businesses of a public'nature.` Regarding the Gift Clause," RUCO argues that

because the provision of water to provide fire protection is a public purpose for which public monies

can legally..-be spent, the Giit.Cla\ise does not Prohibit the Town from paying for the fire flow

4 improvements, citing Gila Bond at 549-550, 490 P.2d 55.1, 555-556. RUCO contends that if the

5

6

7

8

Town.were to provide the iireflow related mains to the Company as CIAC, the Company would not

Benefit from'the Tow11'Sexpenditure, because the'CompaNy's.books would reflect the contribution as

an offset to plant in service, and the 'COmpany' wodd.nOt earn a return on the contribution. RUCO

also argues that the Town's` minimum fire flow ordinance does not require the Company to pay for

9 the costs of fire How improvements

The Company disagrees with RUCO's interpretation of Gild.. Bend thats Would. allow a

l l . municipality to contribute plant to an inveStor¥owned wate1€.;itility,~ arguing that the facts in Gila BerNd

12 distiNguish it &om the facts in this ease (Company Reply' Br.. at 3).. Staffadso believes the facts of

13 Gila Bend are..signiticantly 'different from the facts iN this case, primarily because 'm this case, unlike

10

14 in Gila Bend the Company, and not the Town, will ultimately hold and control the plant. Staff

15 wt¢h'RUco's interpretation of the legal holdings of the ease, and believes that Gila Bend

16 supports the Town's legal positionregarding both A.R.S. §9614 and the .Gift Clause

The Company also wi¢h.RUco*s contention 'that the Toy&n's fundiNg Of a $46,175

18 interconnection from the city of Scottsdale to the Benleil Water Company system demonstrates that

19 the Gia Clause doesn6tprohibif the Town from funding the Distric1:'s improvemeNts (see RUCO Br

20 at 8-9). The CompanypoinW out that the i1itercem1ection RUcQ refers to' Would be built and owned

AJi2»  Const.. Art.. 9, §7 providesas follows
Neither the state, nof.ahy county, city; town,.municipadity, or other subdivision of the state shall
ever give pr loan its credit iN the aid .° 8 or mzlke any donation or grant, bY 'subsidy or odierwise.
to any indivi . association, or corporation, or become a subscriber to, or a sbiweholder in, any
oompauny Or' corporation, .or become a joint owner with any. person, connpaqiy, or corporation
except as to such' ownerships as .may accrue tO the state by operation Or provision of law or as
authorized by law solely-for investment Of the moNies in the variouStimdS of the state .

I

RUCO argueS tlmat ~'[i]nmp¢¢u¢\g the 'TOwn'Code"to inqpOse such. obligiitions aid effectually mize rates impairs the
Commission's exclusive and absolute power tosetxetes as set forth in Article 15,. Section 3 of the COnstitution." (RUCO
Br. at 11, lim 8). If this weretruc, one could' likewise amguethat the.'.fedex'al Safe DrinkiNg Act or the U.S
Environmental Protection Agency's. rules governing inaiciMum eontgminant levels .for water pollutants this
Commission's constitutional audiority..RUCO makes nO sixnnilar argument approval of the Arsenic cost Recovery
Mechanism the Company is proposiNg in this Proceeding .
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5

by the City of Scottsdale, not the Bernal Water Company (see Hearing Exh; A-31, Town Council

minutes from May .12, 2005); and argues. that the Gift Clause them'efore would not apply

Staff wlnle aelm0wledgingmat the Company's fire flow improvement plan requires a major

investment aha overhaul of the DistriCt's system recommends including prudently incurred costs for

fire flow plant that is used and useful because the investment is .necessary to comply with the Town

ordinance. Staff states' that the Town's tire flow ordinance~bring§ its tire flow standards -up to

7

8

9

10

Uniform Fire Code standards,' based upon recommendations of atask force comprised ofTowu

ofticiads, Company representatives and' Town Midents. Staff points out that the Town is requiring all

three water utilities serving the Town to meet minimum tire flow standards, and that much of the

District's infrastructure is 40-50~years old. Staff states that Town residents' safety and the protection

of their property are highly dependent upon the tire flow improvement program (citing Decision No

68303 at 2). Staff contends that if the Town is legally prohibited from funding the lire flow

investments as the TOwn stated in its February 15, 2006 letter," .allowing rate recovery .of the

investment may be the only option available to bring the District's water system up to Uniform Fire

Code standards in order to provide- fire flow protection to the District's customers. Staff further states

that it is aware of no previous CoMMission Decision deNying a water company's request for recovery

of its investment in tire flow improvements, and that a recent CoMmission Decision has recognized

that this is an important public safety issue that must be addressed

staff takes issue with RUCO's argument that the Commission typically requires A1Ac or

CIAC when a third party requestSthe construction of additional water infrastructure from a regulated

utility, pointing outthat under A.A.C.. R14-2-406,main érctension agreements .are discretionary and

not mandatory. Staff further argues that it has been the practice of this CommissiON to limit CIAC for

new development, and to require utility investment when necessary to maintain balanced 'capital

Staff notes that the TowN's ordinance is consistent with the tire flow requirements bf the Town of Scottsdale

See Exhibit A-29

Decision No. 67093 at 31 (June 30, 2004) (Arizona-American Water Company, Inc., Docket Nos. WS~0l 303A~02-40867
et al.) (ordering the CompaNy to form a foe How
capacity, water lines, .
are sut'ticiei1t.to provide the. tire protection capacity desired by each community)

*task force to deteiniine whether water production capacity, storage

water pressure, and tinehydrtntS in the conununities served by;he systems involvedin that rate case

6
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StI'llctlll.I'€s. In addressing RUCO's position that there is no regulatory rate malting principle 'that

2

3

4

5

requi res or  supports a tire Bow standard, Staff responds that although there is no specific

Commission Rule, Policy orstandard that directly addresses fire flow, the Town's f ire tlowordinance

.addresses public ,health and safety,  and A.R.S, §.  40-336"' and A.R.S, § 40-36..l..B'.. give .the

CommissioN discretion to approve use of ratepayer fundsifor lire flow improvement, which is a

6 public healthadd safety issue.- .Sta&` believes that the Company has discretion to upgrade its existing

7 system to meet tire-flow requirements, asA.A.c: R14-2~606(H) Provides that "[t]he Company May

8 install main extensions of any diameter Meeting the reqoirementsof the Commission or any ether

9 public agencies having authority over the .construction and.operation of the water system and mains

10 and supports the Company's.exercise Ofsuoh discretion as long as the Plant iS used and useful and

l l hecwessary.f6r the service that is required by ordinances andfules and regulations regarding water

12 qualityor quantity (Staff Reply Br. at9;.Tr. at 535-536,. 542)

ConclusioN

15

16

17

18

The question before this Commission is not the hypothetical issue .of whether A.R.S. §.9-514

or the GiR Clause would apply if the TowN were to pay for. ihefire. flow. iMprovements as RUCO

advocates" The question before this Commission is Whether the Company's actualdeferred expenses

pursuant to.Decision No.. 68303, which the. COmpany incurred to comply with the Town'S fire How

ortliNanW, should Be dlowedin base aS the'~Cornpany requests. 'The record here indicates that

19; the imptovemeixts are neceSSary to ensure the- public reedth and Safety of the District's t*m¢@ay¢rs,.ar¢

20 used and useful to the ratepayers in 'the .District's- ratepayers are .largely inthe.District, and that

21 support "of the improvements and are wi11'u1g to Pay for them .through their water utility'rates

A.R.S..§40-336 provides

The commission may by order, rule or regulation, require every public service corporation' to

and operate its line, plant, equipment, and premises in a manner which will promote and

safeguard the health and safety of its eMployees, passengers,customers aNd the.pub1ic

Ames. §40~36LB provides . .
Every public service corporation shall and maintain such service,.equipmcnt and facilities la

will promote .the safety, hedi, .comfort and convenience Of its patrons, employees and 'the.public,.

will be in dl. respectsadequate, 'efficient aNdreasonable

as

as

Tr. at 100;.Tr.8t 310;314; Hearing Exh. A-29 (copy of a letter &om the TOwri to Chairrrian~Hai:ch~Mil1er dated
Februax'y 15, 2006.and signed by Town Manager 'Thomas M." Martinson, also tiled in this docket onFebruawy 22, 2006)
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l

2

Severe District customers who are.City Of ScOtfsdade residents provided public comment at the

heariNg in opposition to the fixe flow improvements, stating that the iMprovements would not benefit

3 them. The record in this case shows, however, that iniproirements in lire flow will assist all

4

5

cusmorners `who are. part of an interconnected grid, regardless of where of the. system they are

located.13 Moreova, as theCom}§any argues most City of.Seottsdade customers of the District will

6 be exempt from the Public: Sdfety Suijcharge for.which the Company is requesting approval in this

7 proceeding

RUCO expresses a concern iihatadlowing the investments iN gate base will set a precedent' for

9 future rate proceediNgs for other water Mlities.. Our Decision in thisfmatta is limited to. the facts

8

10 before uS in this proceeding, Md is hot intended to, and should -not .be interpreted to, set policy with

11

12

13

regard to tire flow improvements. In the event a similar issue arises in another rate case proceeding

for another regulated water utility, the Commission will consider the iSsue based on the totality of the

facts and circumstances at that time

It is reasonable to include $3,018,867 of post-test year plant consisting of f ire f low

15 improvement projects, known as the Jackrabbit/Invergordon project, in test year plant in service

14

Plant Held for Future Use - Backup Pumping Equipment

The OCRB proposed by the Company includes $132,682 for.two backup submersible pumps

18 motors. and a transformer for the District's. Well No. 17. spiff ultimately determined that the

19. equipment is used and useful because it was used as backup during the test year, and that due to the

20 size of the wells and pumps, holding the equipment aS backup is useful to xjatepayersbecause . ° th the

21

22

23

24

equipment on site, the Company can get a well up and running very quicldy compared to the time it

would take to get replacements (Tr. at 381-382). Staff recommends that the equipment be included in

ratelbaSe, but traNsferred from the plant held for future use account'to the appropriate plant account

(Tr. ~at 479). On brief; RUCO agreed that the backup equipment iS used and useful and has agreed

25 that if shod be included in 1-are base (taco Reply B. at 14). According w the evident presented

26 the backlit eqt1ipinent..is. used-8nd useful. and' should. beincluded in Plant in ...As.Staff

Cross» examination testimony of Paul G. Towsley, Tr.at 115

See Hearing Exp; A-33
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l recommends, these plant items should be 'removed from the plaNt held for future use account and

2 placed in the appropriate account

33 ConClusion

4

5

6

7

Based on the evideNce preSented,-.$32,508,049 iS reasonable .for adjusted test year Plant in

service for the District. Staff and RUCO accepted the Compaliy's proposed AFUDC debt of $950

and accumulated depreciationbadanceof $10,021,184, These 'adjustments to plant in service will be

adopted; for a test year adjusted plant in service balance of.$22,487,8 l5

Gain on Sale ofLand

The.Company sold its fomieroperations/customa center on -Casa Blanca Drive for$900,000

10 in 2004,. With a net aRe4r..tax,gain on the Sade of $48l,681,.and1is proposing slianrilng the with

11 . ratepayers on.a50/50 basis, through aSurcredit reiiirid Over-'Eve years (Direct Testimony of David P

12 StephenSon, Hearing Exh. .A+l9 at .35-36). Staff accepted the. Company's surcredit.proposal and

13 proposed a three year ariiortization .period instead of five years (Exh..=S-1 at 8). The Company

14 subsequently accepted the three Year amortization .(Rejoiride1;Testimony of Joel M. Reiker, Hearing

is Exp. A-16 at 5)

RUCO.accepts' the three Yea amortization period; and .the 50/50 sharing..Rathe1"than a16

17 surcredif, however; RUCO propokos that the ConipanyOffset tatebase by the ratepayers' portion of

18 . the pre-fax gm, by meanS"of aniamofrized deferred liability 1a<=¢0un1, and also am the

19.. distlributiori of the gain"bd recorded in .the Company's income .statement as a cred1t.to.opemqgt1ng

20. expense (Direct Testimony of Timothy J. Coley, HearingExp. R-7.818).. RUCO_is'concemed that. the

21 . proposed surcredit would allow .the Company to. hold ratepayermo.ney interest-&ee while-'the gain is

22 be ing  redd the surcredit (Tr. et 334), indargues 'that it iS therefore' appropriateto reduce

23 i'atebase'to1et1éct the gainas ameanS to ébMpeNsaie ratepayers (RUCO Reply Br. at 7-8)

24 Thé.Conipany disaigrées with RUCO's proposal, pointing out that it requires the Company to

25 paythe "capital-gai1uS .tgxes.assdciated .with the sale .and then share the pre-tax gdih with.. the

26 ¢Momem,. and that RUCO that its propbséd. treatment is inconsistent with .CommisSion

27 precedeht .Staff also diS8g1rees with RUCO's.prapos§l, éiid believes that the Stafftecomniendation

28 provides a simpler and ignore appropriate .méthbd of refxinding ratepayers' share bf the gain (Tr. at
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l 481, 483). Staff states that the proposed Surcredif mechanism appropriately recognizes the net tax

2 effect of the gain on' the revenue requirement, because as revenue is reduced, the surcredit is

3 amortized, and there wouldbeNo tax impact (Tr. at 484, 486)

With the three year amortization period proposed by Stafani the surcredit mechanism proposed

5 by the Company for a 50/50 sharing Of the post-tax gain on the land sale iS a more reasonable and

6 appropriate means of sharing the gain than that proposed by RUCO, and provides. a fair resolution for

7 both ratepayers and the CoMpany

8 C

9 Arizona-American performed a lead/lag study, and initially requested working capital in the

10 amount of $350,946, which included $160,359 Cash worldng capital. The Company subsequently

l l proposed a revised Cash working capital lead/lag study, and based on that study revised its proposed

12 cash working capital to $115,182 (RebuttalTestimony of Joel M. Reiker, Hearing Exh. A-l5 at 16

13 19), but ultimately accepted Staffs recommendation to completely eliminate a cash working capital

14 allowance, for total working capital of $190,587

15 RUCO recommends a negative cash worldng capital allowance of ($6l,432), for total

16 working capital of $129,155. RUCO states that the most accurate way tO measure a company's cash

17 worldng capital requirement, or the amount Of cash a company must have on hand to cover any

18. differences in the time period between when revenues are received and expenses must be paid, is Wa

19 a lead/lag study (Direct Testimony of Timothy J. Coley, Hearing Exh. R-7 at 9). RUCO states that it

20 analyzed and reviewed the Company's initial and revised lead/lag studies, and that its proposed

21 ($61,432) cash working capital recommendation results from adjusting the Company's lead/lag study

22 to include only those items the CommissiOn has allowed in the past (RUCO .Br. at 25). RUCO

23 contends that the reason for the" disparity between the cash Worldng capital calculations of the

24 Company and RUCO is .that the Company's Calculations include non-cash items(ial at 24)

25 We agree with RUCO that a lead/lagstudy is the Most accurate way to determine a working

26 capital requirement, and that a lead/lagsttidy is appropriate for a company of Arizona-American's

27 size.. While the Company takes issue with items in' RUCO'S lead/lag study, the COmpany proposed

28 no alterative cash working capital allowance based on a lead/lag study (see Company Reply Br. at .5

Cash Working Capital
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l 6). Because RUCO's recommendation is-based On a~lead/lag study, we. find its recommendation

2 more reasonable than the alternative proposals of the Company and Staff; and will adopt it, for total

4 III. ORIGINAL COST RATE BASE

6

3 working capital of $129,155

The Company's.proposed adjusted test year élan¢¢s for the District, fer CIAC of $6,486,559

AIAC of $635,912; customer deposits of $3,50D, and deferred income tai( 'credits of $1.,139,52,8 were

7 not contested and will-bé` adopted,.~for a total dedtictioii &brn.net plant in service of $8,265,492 As

8

9

discussed above,we adopt adjusted test year working capital"of$l29,l55, which is added to net plant

'm service for an OCRB 0f$l4,35l,47l

10 Iv. FAIR VALUE RATE BASE

12

The Company 'did not propose aieconstrucdon met new less depreciation rate base for the

District; as is allowed by A.A.C.. R14-2-103 (Direct Testimony of JohN A; Chelus, Hearing Exp. S-6

13 ..-Therefore, the District's"fai1' valuerate` base'("FVRB") is the same as its. OCRB; or

14

at 6).

$14,351,471

OPERATING INCOME

The Company proposed adjusted test Year pérafins incomeof $866,762 .(see Company Br. at

17 6)- Staftfreconiniends $886,714, and RUCO re¢0m;nends $1,035,400

Rate Case Expense

The parties on a.tl1tee-yearamortizationbf rate case expense but disaglgee on the amount

20 .of recovemaiale expense. The company is requesting rate.c8$¢. o f $301,832.= RUCO proposes

21 .Tate cdseexpense of $739179, and Staffproposes.$208,700

The.Company origiriadly .its Tate case expense to 5e.$282,841 (Direct Testimony of22

23 Stacey A. Fu1ter,Hearing Exh. A-22 at 3). This estimate included a 50/50 sharing .between

24 ratepayers and iNvestors' omits initial eStimated cow of $158,766 for* the Company's cost of capital

25 witnesses ( id).  The Company subsequently updatedits estimate, and no longer Proposes the.50/50

26 slianiNg of the $158,267 .coSts.lfor itsc0st of.eapital Witnesses (Rebuttal Testimony"of ThomaS

27. Broderick, Hearing Exh.~A-1.7 at 2.and. Exh.'IMB-.l).. The Company argues that its requested rate

28 case expense is .reasbnable,..based on the complex iSsues in this case, the Number Of testinwny
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1

2

3

documents, the amount of discovery, the length Of the hearing, and the need to tile .post hearing

briefs, and contends that the expenses are not out of. line with rate case expense allowed in recent

CommissiOn cases (Company Br. at 12, citing $250,000 in ratecase expense allowed in Decision No

4 68302 (November l4,2005) and $285,000 in Decision No. 68176 (September 30, 2005)). The

5

6

7

8

Company argues that the $158,267 expense. for retaining its cost of capital witnesses was necessary

because of the importance. of.'the .issue presented (Company Br. at 8)..Tlie.'Ct>mpahy States that

because the issue was One of fiitst impressioN for the Commission undOne that has implications forall

future rate cases, the Company retaiNed the foremost experts in thetield, which was expensive, and

9 that presentation of the iSsue fecjuired twoexpert witnesses, .one to explain the methodology of

12

13

14

15

16

17

18

19

20

21

22

of capital portion of rate case expenses flow toroth .inveétdr$ and ratepayers (Hearing Exp. S-8 at- 7)

StaiffWtlier argues that' the Company failed to mitigate its costs in expending $158,767 on its cost of

10 adjusting returns on equity for differences in capital structure, and one to apply it (id.)

staff made 10 adjustments to the Company's Original rate case expense estimates (see Direct

Testimony of Alexander Shade Iggie, Hearing Exh. ~S~6, Schedule AII-9), and recommended

recovery of $208,700. Stalff also reviewed the Company's revised request of $30l,832, and continues

to support recovery of $208,700, noting that the Company's proposal to recover $158,267. for cost of

capital analysis is significantly higher than normal and would unduly burden ratepayers (Surrebuttal

Testimony of Darren W. Carlson, Hearing Exh. S38 at 7; Hearing Exh. S-6 at 10). StaffadsO-noted

that the Company's proposal to increase its initial estimate of $14,985 for cost ofservice-analysis and

rate design up to $42,677, or 185 Percent over its original proposal, was excessive (Hearing Exh' S-6

at 10-ll). StarT's recommendation includes the Company's Original proposed for 50/50 sharing of the

costs of the Company's cost of Capital WitNesses, based on.Stafi's. belief that the benefitS-Of the cost

capital consultants, who have presented their Methodology in a number of regulatoryfomms that23

24 have rejected it or~ failed to implement it (Staff Reply Br. at 22-23; Staff Br. at 15)

26

27

28

RUCO's arguments regarding'the.Company's expenses for its cost of capital, cost of service

andrafe design' #analysis aNdtesiimony ah 'in a¢<=6rd'with smfiis argqghents (RUck Br. at 13-15)

RUCO hiso argtxes that the issues in this ease are hot complex, and disagrees With the Company's

comparison of the complexity of this case to thc'complexity.of the..caSé leading to Decision .N0
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l

2

3

4

5

68176 (RUCO Br. at 15-16, RUCO Reply Br. Eat 8-9). RUCO based its recommendation for

allowable rate case expense on the amount allowed in the District'S previous rate case,.grossed-.up for

inflation (Direct Testimony of Rodney L. MoOre, Hearing EXh; R-5 at 9-12). RUCO believes that the

costs incurred by the Company to argue its request to recover capital investments associated With Ere

flow improvements are not a justifiable expense (SutrebuttaLl' Testimony of 'Rodney ..L.. MOore

Hearing Exp. R-6 at 5)

For' the reasons argued by Staff and RUCO,-the Company's' original proposal tO seizure the

8 costs of its cost of capital a1n£Llysis and testiMony 50/50 with ratepayers is reasonable, and in this case

6

9 provides an appropriate means for the CompaNy to mitigate' the expenses associated With retaining

10 outside consultants. Sta:E's recommendation regarding costs related to cost of and rate design

11

12

13

14

15

16

analysis and testimony also addresses appropriate mitigation~of~consultant~ costs We agree with the

Company .that thisicase is more implicated aNd contentious than the District's previous rate case

which the District and Staff settled, and in whichonly two contested issues were litigated in a hearing

lasting one day. We disagree With RUCQ that recovery of- expenses the Company incurred

requesting recovery of capital investments associated flow improvements should .be

disallowed, and findinstead that reasonable costs for thisypurpose are justifiable and .should be

17 ;ecov érable, as recoriunended by StaHl .We..wil l  tl1érefor¢,' in this case, reject RUCO's proposed

18

19

20

methodology for. measuring. mate. case expense." W e  f i n d Stalff's ¢8$¢. expense

recommendation is reasonable and will adopt it, allowing rate expeNse for this case=of $208,700

Laborland Pension Expenses

RUCO opposes inclusion .in test yeaxpexpenseS. of employment 'expenses also»cialed"withan

Hz arseixie plant operator .theCompany hired for the Distiicton 0ctober*10, 2005;.RUCO.recommends

23 deductions to payroll expense, payroll tax expeNse, and P*=1isiQn expeltnse. tQtaling.$48,l03. 'As

24 dis¢us in the section below relaxed to the Company's. requested ArseniC" Cost Recovery

25 Mechanism ("AcRM"),lthe United States EnvironMental Protection Agency ("EPA") has mandated. a

26 new standard reduéihg the maximum .contaminant level ("MCL") foxiarsénic from 50. Parts per billioN

27 .("ppb") to 10 ppb,'¢ffectiVe JaNuary 23, 2006,;8i1d theCompaNy has budgeted $19 millionforCapital

28 investment in new arsenic; remediation facilities for. the DiSIIiCt; . The Company argues that it is.fair to
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1

2

3

4

5

7

8

9

10

l l

12

include employment expense for the arsenic plant operator in this case prior to allowing costs for the

arsenic treatment plant, becaiise it would have been imprudent to postpone until 2006 hiring and

training an employee to opérate a multi-Million dollar plant using new technology (Company Br. at

13). The Company's witness testified that hiring theiernplOyee in 2005 has allowed the employee not

only to familiarize . himself with the Distinct's entire water system, bot'~also to. learN about the

operations of the other arsenic treatment plants that are coming online in the .Company's other water

districts located in the valley (RebUttal Testimony of Brian K. Biesemeyer, Hearing Exh. A-5 at 2-3)

The Company argues that absent inclusion of labor expenses for this employee in this case, the

Company will be unable to recover costs associated with this employee, who is required. cyan

unfunded federal mandate, until resolution Of the Company's next rate case (Company Br. at 13). We

wish -to encourage water utilities to make. the necessary financial commitments to satisfy the federal

arsenic mandate, and find that under these speciticjcircumstances, it is equitable to include the costs

13 * of this employee in test year expenses

14 Propertv Tax Expense

Property Tax Calculation

17

18

19

20

21

22

23

RUCO argues that the Commission should reject' the Company's and Staffs recommended

estimates of property tax, based on the calculation methodology adopted by the ComMission in Prior

rate proceedings, and instead accept' RUCO's recommended property tax expense estimates, Which

are $2,561 lower, based on calculation methodologyrejected in numerous prior .rate proceedings

The methodology used by. the CoMpany and Staff to estimate property tax expense, which is to use

adjusted test year revenues and the projectcdrevenues under the newly approved rates as inputs to the

Arizona Department of Revenue ("ADOR") assessment formula, iS the same methodology adopted in

numerous Prior casesover- the objections of RUCO." RUCO Proposes, as .it has maNy times before

24

27

Et, Arizona Wow Company, Decision No. 68302 (November 14, 2005) (Ending that .RUCO's calculation
methodology, which uses only historical revenues, unfairly and. unnehsonably understates property tax expense, and is
therefore inappropriateforRulemaking purposes); Chqpawal City Water, Decision No.68176(September 30, 2005) (same
5ndi1°s0; Rio Rico Urilizies, Decision No. 67279 (October 5, 2004) (Ending that use of only historic revenues understates
die expense level); Arizona American Water Comp*¢lw,v» Decision No. 67093 (June 30, 2004); Bella Vista Water Compawgg
Decision No. 65350 (November 1, 2002); Arizona Water Compaw)4.Decision No.. 64282 (December 28, 200l).. RUCO
has not appealed any of these Decisions

6
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l .to instead use revenués &om the test year arid thetvifo years prior to. the test year to cadculate property

4

5

6

2 tax expense (RUCO Br. at 22)

Using only historic revenues to calculate property taxes to include in the cost of service fails

to capture the effects of future revenue Hom new tales. RUCO's Osculation Methodology, which

uses only hismrieal revenues, Unfairly and unreasonablyunderstates property tax expense, and is

therefore inappropriate for ratemaking purposes..RUCO has not demonstrated a basis for departure

from our prior determinations On'-this issue.'°  Me Company and Staffs .Maculation for properly tax

expense yields the best eStin1ate.of the Company's property tax expense-for. the period in. which new

7

9 rates will be in effect, and We will use that calculation

10 Miller Road Treatment Facility Property Taxes

RUCO advocatesreducing property tax expense by $42,000; which is the.amount of property

12 tax RUCO claims is attributable to prdpww located on Miller Road that-the Company owns and

13 leases tO Motorola RUCO argues Thai the property taxes attributable to- theproperty should be

14 considered as part of Motorola's operating expeNses aNd therefore' reimbursed by Motorola (RUCO

l5~ Br. at 12). Company disagrees with RUCO's proposed adjustment, arguing it is unnecessary

16 because" the property tax expense calculation proppsed by the Company and .Staff unlike the

17 calculatioN proposed by RUCO, adjusted test yearrevexiues, and therefor does r1ot includé any

18 hndoUimt related to eitlidMotorola, the property the Company leases .to Motorola,~or any other 'non

19 regulated activity of the COmpany (RejoinderfTeStiMoriy ofJOel .Reiter, Exp. A- 1.6 at.99)

20 We with are C°mv@\ny. Mai the adjustmeNt proposed by Rico would be inappropriate because

21 no property taxes .related . to the Miller Road property included -in the. Compémyts proposed

22 property tax expense

23

24

26

RUCO used its preferred methodology to estimOtethe District's 2005 taxes; aNd states M its methodology resulted iN
an estimate closer.t0 the COmpany's 2005..propaty taXes..than the calculation niethorlologywidopted by the
CoMmission in prior rate 'and used by the. COMpany and Stat? in this proeeeding'(RUCO Br. at 22723)
RUCO argueS thnlt ans proves that its methodology results 'm a more acoli\'ate .level of property lax expense. than the
Coi1npa1iy.and Staffs methodology. RUCO's .rngunnent .fails to address' die. fact that new rates be set in this
proceeding, and that the Commission. must establish a level of property tax expense (which is based oil revenues) in this
proceeding that estimates the COMpany's properly tax expense for theperiod 'm which new rates will be ineffect, not for
the year 2005 . . . .  ' . . . .

g.
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4

5

Administrative and General Expelises (A&Gl

AlP, Performance Pay and Stay Bonus

The Company is requesting recovery of $18,517 for Arizona Corporate allocated management

fees related to Annual Incentive Program ("AlP") expenses and $1,520 for Arizona Corporate

allocated management fees related to Performance Pay and Stay Bonus expenses. The Company's

6 president testified that the Company's AlP is a component omits overall employee compensation that

7 iS necessary to allow the District to compete' foremployeesin ArizOna's tight labor market, and that

8 if it were eliminated, the Company would have to .raise base salaries to be competitive in the market

9 and that the plan provides. benefits to 'customers by. focusing employees oh goals that improve the

10 Company's ability to deliver high quality Customer service (Rejoinder TestiMony of Paul- G

l l Towsley, Hearing Exh. A-3 at 5)

12 RUCO recommends that $12,795 of the Company's proposed $20,037 AlP, Performance Pay

13 and Stay Bonuses be disallowed. RUCO recommends disallowing 30 percent, or $5,555 of-the

14 $18,517 in Arizona Corporate allocated management fees related to the Company's Annual Incentive

15 Plan expenses, because 30 percent of the AlP is directly related to Company financial performance

16 measures and 70 percent tO operationad and individual performance measures (RUCO Br."at 18)

17 RUCO argues M the.30 Percent portion Of AlP-expenses based on financial. performance measures

18 benefit only shareholders (id ); Of the reinai1Ning$l2,962 'in AlP expenses, and PerformaNce Pay and

19 Stay Bonus allocated management fees of $l,520, RUCO contends that half should be disallowed- as

20 a wayiof sliaringthe costs 50150 between ratepayers and shareholders, both of whom RUCO believes

21 benefit from the -PerforMance Pay and Stay'Bonus expenses and the portion of AlP expenses that are

22 based on operational and individual performance measures (RUCO Br. at I 8-20)

We agree with RUCO that shareholders m the Primary beneficiaries of additionéd profit the

24 Company achieves as" the result ofthe Company-meeting its~ iinaneial targets, *and therefore find

25 RUCO's proposalto disallow the 30 Peqeent of the~AIp that is based on the Corhpanytsiinancial

26 performance measul'es lb bereasonahle aNd appropriate. We do not agree, howeVer,.with 'RUCO's

27 proposed to disallow half of the remaining expenses.asa means .of"s1naring them 50/50 between

28 shareholders aha ratepayers, because testimony in.this Proceeding demonstrates that the .remaining
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6
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10

12

expenses are closely related to .salary expense, Which is not appropriately shared. An adjustment

reducing AlP expenses by $5,555 is appropriate and should be adopted

Reorganizing/Downsiiing Expenses

RUCO recommends disallowing $42,441 from Arizona Corporate allocated management fees

related to the CoMpany's.reorganization/downsizingand eon-incentive pay expenses, based on

RUCO's assertion that these expenses are. hon-recurring and atypieal of test year expenses

(Surrebuttal Testimony of.Rodney~ L.~Mo6re, .Hearing Exh. R-6 at 21).~ In response, the Company

provides no' argument iN support of allowing these expenses other than a statement that neither the

Company .nor.StMI accept the disallowance (Company Br. at.43, Reply Br. at 12).. 'Standard

ratemakinng principles do not allow nonrecurring expenses incurred during the test year to be included

when determining a company's test year operating expenses, absent justificationtothe. contrary

RUCO's proposed adjustment of $42,441 is reasonable and- should be adopted

13

14 RUCO recommends disallowing $161 &om. the Company's Central. Division Corporate

15 district adlocé ted miScellaneous .expenses for the annual cost of.ice. "RUCO argues that~ it is a

16 disereiionary expense, that its concehx is not the money, but the principle, end that ratepayems,'should

17 not be. burdened with unnecessary costs (RUCO Br. at 20). "The CoMpaNy provided uneontrbverted

18 testimony that ices used. to' keep water samples at pr°p°r temperature until they .arrive at labbratoriee

19 far tasting, and thht ice is ds used tolcool down water in largeiigloo thennoséS that .utility workers

20 . Carry on their.trucks to keep outdoor WorkerS hydrated (Rebutted -Testimony of.Brian K..Biesémeybr

21 -. Hearing Exh. A-5 at .3).. 'this is a necessary and reasonable expense, and RUCO's proposed

22 adjustment will not be adopted

23 4 Security Renovations .and Repairs and Indoor Plant Maintenance

24 RUCO recommends disallowing $127 'dam the...Cbxnpany'sArizona Corporate' allocated

25 miscellaneous expénseS..The recdmmendeddisallowance includes both ,the annual cost of indoor

26 plant nxaintenaneeand secufity.renovatiohs acid remodeling costs incwred .during the test .year

27 RUCO cohténds that the. Compai1y.'s propQsed indpof plait mdntenarfcs eXpense is not. a riecéssary

28 expense. in the. provisioning of Water service, and..thetflhe Proposed. security ..renovation and

8
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l remodeling expenses are nonrecurring. We agree. RUCO's recommended adjustment of $127

2 should be adopted

3 CoNclusion

4 For the reasons discussed above, we find that reductions totaling $48,123 to the Company's

5 proposed allocated A&G expenSe are reasonable, and will adopt them

Statement of Operating Income

8

9

10 VI. COST OF CAPITAL

12

13

14

All parties agree that theDist:rict's*adjusted test year operating revenues were $5,079,195.. IN

accordance with the discussion herein, .the District's adjusted test year operating expenses for

ratemakingpurposes total $4,163,282, for an adjusted test year net Operating income of $915,913

Arizona-American, Staff and RUCO presented cost of capital analyses for purposes of

determining a fair value rate of return 'm this proceeding. Arizona-American proposes an overall cost

of capital and rate of return of 7.84 percent; Staff recommends 7.24 percent; and RUCO recommends

7.10 percent .

15 Capital Structure and Cost of Debt

16 The parties agree that the Company's capital stricture for the. test year was comprised bf 36.7

17 percent equity and 63.3 percent debt; The parties are also in agreement that the Company'.s cost of

18 debt for the test year was 5.42 percent

19

20

Cost of EquiW

Settingthe .cost of equity component for purposes of determining a just and reasonable rate-of

21 return requires estirnation relying on finaNcial ~ana1ysis. Disagreemnent exists in this. case as.to an

22 appropriate methodology tO be Used, and iN What manner it should be Wed; in ordetto reach a cost of

23 equity estimate. We eXpert witnesses testifying on Behalf of the CoMpany, 'RUCO and Staffreached

24 different conclusions based on the use of tiieir models, The Company'advocates'a cost of equity of

25 12 percent, based On the analysis of.its.witnesses. staff advocates a cost Of equity Of 10.4 percent and

26 RUCO advocates cost of equityfof 10.0 percent, based entre analyses of their respective witnesses

Arizona-American

The Company presented teétiinony in support Of its cost of. equity proposal through two
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1 witnesses from the Brattle Group, Dr..Léwrenbé Kolbe and Dr.. Michael Vilbert. Dr. Kolbe's

2

4

5

testimony promotes a theory of equitable leverage compensation to support the Brattle Group.'s cost

of capital analysis. Dr. Kolbe bases his "equitable leverage compensation" theory on the premises

that as the amount of debt (leverage) increases, investors demand a correspondingly higher return on

equity to compensate for increased risk associated with more debt, Dr. Kolbe believes that because

6 the market value of a firm is indepeNdent of the debt/eqUity ratio over a wide range of percentages

7 the cost of capital to be recovered Eton ratepayers should be constant opera large range of equity

8 rat ios

9 Dr."Vilbert applied-the equitable leverage compensation theory discussed by M Kolbe in

1.0. calculatiNg the CPmpppyis proposed ppstPf equity. Dr. Gilbert applied both single stage and multi

11 stage. discounted hash flow...("DCF'7). Models, the capital asset pricing model ("CAPM") and an

12. "empirical" CAPM ("ECAPM") to .a sample of water companies aha also to a sample of gas

companies; Di. Vilbert states that although he-considered evidence from both the CAPM and DCF

14 methods, herelied primarily on the CAPM resMw, e he does not believe that the DCF Method

15 is completely reliable at this time (Direct TestiMony ofMichael J. Vilbert, Hearing Exp. A-9 at 6)

16 Dr. Vilbert used the gas companysample as a check-on the results of the water sample, but gave the

17 results &oMthe Wan company sample Predominant weight (id at 5-6). Applying each model. to

iS . both samplegroups, Dr; Vilbert'scoSt of equity estimates for his water company sample rangedfrom

19 7.2 percent using thpCAPM with a'short-terni risk-Ncerate (in, App. c, Table mlv-9, Panel B).to

20 l0,8lpercent using siMple DCF model=(id, App. C; Table MJV"7, Panel A),,.Forhis gas company

21 sample, Dr. Vilbert's :most of equity estimates ranged frorn 7,7 percent using the CAPM with a short

13

22 risk-fllee e (id, App,'c, Table MJV-20,.}>ai1el B), to 916 pexbént utiliiinga..simp1e.DCF model

23. (pa App. c, Table 1vIJv-l8, .Panel A). DID. vilben COntends that CAPM estimates that ray on .the

24 shad-telrm risk-free rate are unreliable at.this time 'because some of the resulting cost .of equity

25 estimates are less than the correSpoimdingsample companies' east ef.debt and because he believes the

26 short-tenn risk-free rate is likely to incnease substantially -iii the near term (id at 7)

After estimating the east of capital for the sample groups, Dr. Vilbert computed .an after tax

28 weighted average cost ef capital ("ATWACC") for eaéll flrmin the water" and gas samples using the

3.
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1 fins' "market value Capital structure,". and then Calculated the sample average ATWACC and the

2 cost ofequity for a capital structure with 36.7 percent equity (id at 6; App. C, Tables MW~8 and

3 MW 19 (DCF), and My-ll and.MW 22 (CAPM and ECAPM)), in Order to compute Anzona

4 American's cost of equity so that its ATWACC equals that of the sample's ATWACC (Company Br

5 at 23). Using this methodology for thelwater company sample, Dr. Vilbert reached cost of equity

6 estimates for Arizona-American ranging from 10.2 percent to 16.5 percent (Direct Testimony of

7 Michael J. Vilbert, Hearing Exh. A-9, App. C, Tables MW¢8 and MW ll). For the gas company

8 sample, Dr. Vilbert reached cost of equity eStimates for Arizona-American ranging from 10.1 percent

9 to 13.3 percent using the ATWACC (id , App. C, Tables MW-19 and MW-22)

10 Dr. Vilbert concluded that the midpoint of his water company sample's overall cost of capital

11 is 6 % percent with a range of6 % to 7 percent, and the midpoint of the gas company sample's overall

12 cost of capital is 6% percent with a range of .6 % to 6 % percent, for an overall range of 6 % to 7

13 percent. Dr. Vilbert asserts that the corresponding .cost of equity at the Company's 36.7 percent

14 equity thickness is 12 %percent (with a range ofl2 to 13 percent) for the water company sample and

15 12 percent (with a range of 11 % to 12 %percent) for the gas company sample, for an overall range

16 of 11 % to 13 percent.(id at 7, 59). Based on Dr. Vilbert's analysis, Arizona-American proposes that

17 its cost of equity be set at 12.0 percent for purposes of determining a just and reasonable rate of

18 return

19 The Company contends that while Staff and RUCO adjusted their cost of equity estimates to

20 compensate for Arizona-American's higher leverage risk duets its debt-heavy..capital structure, the

21 traditional compensatory .methods they used do not go farenough

22

RUCO based its cost of.equity recommendation on the DCF and CAPM analyses performed

24 by its Witness WilliaM Rigsby, and contends ~tbat its proposed 10.0. Percent cost` of equity = is

25 appropriate given the current environment of-loW inflaioh and low' interest rates (Direct Testimony

26 of William A. Rigsby, Hearing Exh..R-9. at 47)...Mr.. Rigsby's DCFahalysis yielded. a.9.5 percent

27

28

cost of.equity result for' his water company 'Sample and. a 9.35 .Percent result for his gas company

sample (id-:at 27, Sched. WAR-2)Q HisCAPM analysiS reSulted Ina range...from 8.63 percent to
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1

2

10.08 percent for his water company sample and a`range from 8.99.percent to 10.55 percent for his

gas company sample (id at 31-32, Sched. WAR-7).. Using his CAPM results as a check on the

results of his DCF analysis, Mr. Rigsby based his recommendation on the 9.50 percent result of his

4 DCF analysis .for..water companies (id). Just as he did in Arizona-American's most réoent rate

5

6

7

proceeding, Mr.Rigsbyaddéd .50 basis points to his cost ofequity estimate to amount for the

increased tinanciad riskfaneed by Arizona-Axnerican as a result of the Company's debt-heavy capital

structure (id at 3284); . RUCO believes that the 10 percent cost of common equity estimated by Mr

8 Rigsbyis every-reascnablewhen the Company's capital structure of 36.7 Percent. equity and. 63.3

9. percent. debt is compared with theCapital structures ofCther publicly traded water providers used in

10 Mr. Rigsby's analysis, which aveuraged 49.9-pexcent equity and 50.'1 percent debt (id at 48)

Staffs cost of capital witness Dennis Rogers states that he chose the DCF model and the

13 CAPM model to estimate the Company's cost of equity because the models are widely recognized

12

14 and accepted 88 appropriate financial models to estimate cost of equity and this Commissiph has

15

16

17

18

consistently relied on their results (Direct Testimony of Dennis Rogers, Hearing Elli. S-"3 at la).. To

calculate his DCF. estimate of Arizona-Americau's.'cost of equity, Staff's witness used 'both .a

constant-growth DCF model.and a mUlti-stage or lion-constant growth DCF model using six publicly

traded water utilities (id.;at 13-14, Sched; DRR.-3)..Staff's resulting constant growlll DCF estimate

19 was 9.7percent (id at 24,.Sched.DRR-2) and its multi-stage DCF:estimat¢ was 9.4percent (id at 26

20

21

Sched. DRR-8). Mr. Rogers callculttlied Staff's» overall DCF estimate ,by averaging his constant

growthDCF .estimate with his multi-stage DCF estimate, and reached an; ovefadl DCF estimate' of 9.6

22 percent (id at ~26, Sched..DRR-2); Mr. Rogers then used the same Sample companies to compute the

23 CAPM to estimate. the Company's cost of equity; reaching an overall CAPM of10.0perce1;t

24.. (id at 27-3'l). Mr. Roger obtained the risk~free rate of.intewest used in hiscApm calculations by

25. averaging iotennediate-tetin U.S... Treasury securities spot rates .as published in the November

26 . 2, 2005 editionof the We! Street JoUrgial'.(id of 29). Mt. Refers states that while the Company'§

27

Decision No.67093 (JUre 30,2004)
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3

4

6

8
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14

15

witness criticized .Staffs use of intermediate 'term Treastu'y securities, their time to maturity

approximates irivestors' holding period and thus investor expectations (id ). Staff averaged the Value

Line betas" of itssarnple water compaNies as the proxy for the Company's beta and estimated a beta

of 0.71(id) `Staft's..overall CAPM estimate is the average of the historical market risk premium

CAPM estimate Of 9.7 percent and. the current market risk premium CAPM estimate Of 10.2 percent

(id at 33, Sched. DRR-2); . Staff averaged its overall CAPM estimate of 10.0 with its overall DCF

estimate of 9.6 to reach its average estimate Of the cost Of equity to the sample water utilities of 9.8

percent (id at 34). Stat? reached its 10.4 percent cost of equity recommendation for the Company by

addition of financial risk adjustment of 60 basis 'points to Staffs average estimate of the cost of

eqtu'ty to the sample water utilities (id at 34-35)

s¢8ff is critical of Dr. vilbavs Method of estimating the market value capital structure for

each of his sample companies bY estimating the market values of common equity (using price per

share times the number of Shares outstanding), preferred equity (using book value) and debt (using

book value) from the most recent publicly available data. Staff states that the Company's use of

market value capital structures has no relation to the actual book value capital structure and their use

16 produces a return oh equity estimate that is conjectural and speculative in nature. Staff Witness

17

18

Rogers explained that use of' a market value capital Structure tb estimate the cost of equity is

predicated oN the underlying enoneouS logic that the`.Commission is obligated to maintain stock

19 prices and perpetuate anorjgoing rising spiral betweeN fevenues and stocklprices (id at 37). Staff

20 also points Io a lack of logia in the equitable leverage compensation method's-assumption that the

21

22

24

25

26

market value Of the Company's stock equals its book value it-is not publicly. titaided, while

Dr. Vilbert estimated market valuesforthe sample companies that exceed book values

Regarding. D;°. Vi1be¢rt'S of the ECAPM§- Staff states that the. adjustment used in the

ECAPM has the effect of flatteNing the tisklreturn relationship, which has the effect of raising the

estimated cost of equity for companies with betas below l L0 aha lowering it for companies With betas

above 1.0. AS statedabove, Staff's estimated beta for the Company is. 0.71. Staff do points out that

Beta measures the systematic bf a company. 'the market's beta iS 1.0; therefore, a security With a beta higher than
1.0 is-riskier than the market, and a security with a beta lower than 1.0 is less risky than the market

5

7
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1 the betaS published by Value.Liné that are Bylits Witness in his CAPM calculations org already

2 adjusted, and there is nothing in the record to indicate that Dr. Vilbert's. adj vestment under his

3 ECAPM is superior to the method currently used by Staff and. accepted by the Commission. m the

4 past. Sthtf asseitsthat the Company has produced no evidence .that its estimates using the ECAPM

5 are representative of the rial/return relationship for .utility investments, and the. Commission should

therefore rejectDr. Vilbert's Proposed ECAPM methodology

Staff notes that the CoMpany failed rouse any himorical growthranes .or examiNe forecasts of

8 dividend growth in its DCF bat msfddd chose rd r¢ly 0d1¢$$ 1-dliabld forecasted grgwtld

rates f irm Institutional Brokers' Estimate System and .Value Line. Staff also notes that the

10 Company's estimai:esala rpt consider dividend per share growth in its DCF analysis, despite the fact

ll 1 that it is a fundamental component of a constant-growth DCF method

Discussion

Both RUCO and Staff used long-standing methodologies approved by the Commission to

14 breach their estimates and resulting recoMmendations. for 10.0 percent aha 10.4 percent respectively

15 \while tote Company .is using a novel and not.widely recogNized Methodology to attain its. 12.0 percent

16 cost of equity recommendation The -equitable leverage compensation model used by.theCompany's

l~'7 'witnesses tO reach" the 12 percent cost of equity ..for the District produces an. inflated

18 that would . 0vcrc0mpetusawc for .the CompaNjt's ffiwhciai and would require the

19 ICompahy'S custoMers to oyercompezitmsate its investors

The CoMpany claims theCommission has been "overcompensating investors in low-levemage

21 utilities and under-compensating investors in high-leve;'age Utilities" by rewarding companies with

22 \,hi8h¢r .on equity as equity ratios increase (Company Br; ai° 43). ; The Company argues that

23 interest on cleft is tax companies should be encotwaged, reason, to borrow funds

24 leather than Finance new: investments with... equity, but that the Comn1issi6n rewards

25 I companies with higher as equipyretiosinenease, Arizona companies are reluctantto issuelew

26 lcosf debt (/49.5 Arizona-Ari1ericgn's capital structure iweltlwimh 115633 percent dehf,'belieS this

27 argument

28 The Company cites as justification for its requested 12.0 percent cost of equilv the fact that

6

9
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I federal mandates are fore°mg the Company to heavily invest in new arsenicremqdiation facilities, and

2 that its customers are demanding massive new iniiastructure investments to satisfy new tire flow

3

4

5

6

requirements.. In this very proceeding, iiowever,,Vve are granting the. District's request to implement

an ACRM mechanism which enables the Company to seek approval for expedited recovery of capital

costs and a significant portion of O & M costs associated with arsenic remediation. We are also

approving both 'a High Block sui'charge and a Public Safety surcharge to pay for f ire f low

7 investments. These mechanismS `mitigaté the risks -associated with Ihos¢ 'capital vestment

8 requirements, and eliminate the need for the higher rates of return the Company advocates

The Company has provided inadequate jilstilieation for acceptance of its "equitable leverage

10 compensation" methodology, whichwodd constitute a break with long-standing precedent. 'As Staff

12

points out, the methodology proposed by the Company has been rejected or not adopted by every

state commission before which it has been presented with the eXception of one; by the FERC; and by

RUCO and Staff appropriately13 regulatory bodies outside the United States (Staff Br. at 15).

14 addressed the Company's higher debt ratio by the generally accepted regulatory means of accounting

15 for financial risk, adding basis poiNts to the results of their CAPM and DCF. analyses. The

16

17

18

Company's methodology would result in an upward adjustment Of 360 basis poiNts as compared with

Staffs proposed upward adjustment of 60 basis points aNd .RUCO's proposed 50 basis point

adjustment. We End such'an upward adjustMent-to be outside the zone of reasoNableness and must

19 reject it

20

21

22

23

24

25

26

27

28

Finally, while the Company complains that the most recent authorized returns on equity

authorized by this Commission for other AriZona-AMericaN operating districts are at the lower eNd of

the range that has been" authorized for. its subsidiaries' throughout the~ United . States, Staff

demoNstrated at the hearing that the Median rate of return on equity for the subsidiaries is currently at

l0.()9.percent, and Staff'S recoMmended 10.4 percent return Oh equity would put the District in the

upper range of authorized. returns On equity for=Arizona-Arnerican's other subsidiaries nationwide

(HeariNg Exh. S-12 at 2). We find Staff's recommended cost of equity capital .in this proceeding

achieves ah appropriate result that supported by .the evidence, and that. adoption of Staff's

recommendation results in a just and'reasonableretum for the District based on the .record 'up this
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1 proceeding

We therefore adopts cost of equity of 10.4 percent, which results in an overall weighted cost

3 of capital of 7.24 percent

2

C Cost of Capital Summarv

Percentage

Long-Term Debt 63.3 % 5.4 %

Cost . Q Weighted Cost

3.42%

36.7% 10.4% 3.82 %Common Equity

Weighted Average Cost of Capital 7.24 %

9 iI.. AUTHORIZED INCREASE

With the adjustments addptedherein, the 'District's adjusted test year Qpewtillg income is

$915,913. Applying the fair value rate ofretum of 7.24. percent to the District 'sFVRB of

12 This

13

14

$14,351,471 produces -a required' operating income of $1,038,329; is $122,416 more than the

adjusted test year incomeunder existing rates. The required increase in gross. annual revenues for the

District is $199,371, for a 3,93 percent increase over test year adjusted revenues

15 am. RATE DESIGN

16 General Rate Design

Rate design:was not a .contested issue in. this pfficeedills-. The District currently has a

18 consewadon oriented tlnce-tier inverted block rate deign; With ho gallons included in the

19 Ah exceptionto this is the .District's former Mummy Mountain Water~.Company customers, who

20 "currently have a single. tier. cnnnhodity' rate and 1,000 gallons included in..the minimum. The

21. Company is proposing to align their rates with the ratioS charged to -the District's other ratepayers

22 .The Company also proposes the addition ofa second (high block) tier of 25,000,000 gallons/month to

23  i t s irrigation tariff oornmOdity rate, butut the same .Oonhmodityfrate as the tier; so thata

24 portion. of the PVCC's monthly usagemay be subject to. the High Block surcharge, discussed below

25 . (Rebuttal.Tesdmony§Cf Thomas M. Broderick, Bxh. A-17 at 4)..The Compai1y'switricss

26 stated that the addition of the secoNd ¢i¢r will .promote cqnsi-:rvdtion in the summer months So that

27

Using a revenue conversion factor of 1.62863

29 DECISION NO 68858



DOCKET no. W-01303A-05-0405

1

2

PVCC will remain within the limit set by the Arizona Departiunent of Water Resources ("ADWR")

and will also contribute funding to tire flow projects if the High Block surcharge is approved (id )

The rate design proposed by the Company, iNcluding the. additionof a second tier to. the turf

4

5

6

Surcharges

Company Surcharge Proposal1

irrigation commodity rate, is. reasonable and will be adopted

In the past, the District's high Waterlisage patterns have not been responsive to the imposition

8 of a conservation-oriented rate design (Direct TeStimony of Dacron A. Carlson, Hearing Exh. S-7 at

9 3). In order to better promote water Conservation,the COmpany Proposes a High Block surcharge on

10 residential usage greater than 80,000 gallons ("I-Iigh Block" usage), with any funds generated by the

l l proposed surcharges to be treated as CIAC,.which would reduce rate base and subsequently lower

12 revenue requirements in thetiuture (Direct Testimony of David P. Stephenson, Hearing Exp. A-l8 at

13 34-35). The Company do proposed.a series of Public- Safety surcharges for recovery of its fire How

14 investments, with separate surcharges going into effect after corresponding phases of the tire flow

15 improvement project go into service (id at 20» 33)

16

Staff concurred with the CoMpany's proposed High Block surcharge, and its proposal to treat

18 revenues &Om the High Block surcharge as CIAC (Direct Testimonylof Dacron A. Carlson, Hearing

19 Exh. S-7 at 3). Stalff also recommended that .the funds collected through the High Block surcharge be

20 used directly to offset lire flow plant additions and minimize the Post in service AFUDC accruals

21 authorized by.Decision No. 68303 (id). Staff proposed a simplified version of the .Company's

22 proposed High . Block surcharge, with $2.15 per=.. 1,0004 gallons' for adj High BlOck (over 80,000

23 gadloNslmonth) constunption, in addition to the Normal tier charge (id). Sta festinated .that this

24 proposed surcharge f could produce..'approximate1y' $.l.7. million per year (id), and would have a

25 'impact upon the average Or median customer bill (staff Brief at-21)

26 Staff .testified that the Company's proposed Public Safety surchargeis .urmecessaxy because

27 Under the' ACcoUnting Order issued iN DeciSion No. 68303, the CoMpany is authorized to accrue

28 AFUDC on fire flow Plant in service Until the plant is placed in rate base aNd.reflectedin rates, such

Staff Recommendation

30 DECISION NO 68858



DOCKET no. W-01303A-05-0405

Staff's Alternative FireFlow Surcharge Proposal (Exhibit B)

4

5

6

7

I that the CoMpany will be compensated for the time Value of its investment (id )

In rejoinder testimony, the Company stated that without approval of the .Public Safety

surcharge 'm additionto the High Block surcharge, two major projects in its fire flow improvement

plan on LiNcoln Drive and TatumBoUlevard will have to be postponed from summer 2007 to. summer

2008, which will push back au its haw Projects by One year, and ¢h¢ Company will need to recast its

overall multi-year plans and schedules for tire .flow improvements' (Rejoinder Testimony Of Paul G

Towsley, Hearing Exh. A-3 at 2).

9

10

In response -tithe COmpany's. eonceins over the delays 'm

implementing its fire flow improvement Wan if projeetSare fUNded.solely from High Block Sdifcharge

revenues; Staff offeived aN alternative sureharge'.~pi'oposd: for Commission consideration. Staffs

l l

12

alterative proposed, as set forth in Hearing S-9, includes a .new Public Safety surcharge. For

convenience of reference,a copy of Hearing Exh. S.-9 is attached hereto .as Exhibit B

13

14

15

16

17

18

19

20

21

22

23

24

The alternative surcharge proposal 8. set forth in Exhibit B would institute, effective October

1, 2007, a PUblic Safety stirchargeiOf $1.00 per. 1,000-gallons on both the second tier and third

residential commodity ratefand on the second tier commercial commodity rate.. Under the alternative

Pwpvsal; oNce the Company has fully recovered its fire flow project' costs, the. Public 'Safety

surcharge would ternninnate. Stay estimates that implementation of the Public Safety surcharge .would

generate an additional $1.8 million annually, for atotal 'of $3,5 million annually. Staff notes that .tlié

Public Safety surcharge would have no On theaverage (22,193 gallonSlmohth)-residential bill

or the median (11,500 gallons/month) residential bill, the' surcharge-for the second. tier

residential commodity charge at255000 gallons/Month

Staff statesthat notwithstanding its presentation Of the alternative surcharge proposal, Staff

éOntinuestO recommend implementatioN of.its recommended $2.15 .High Blocksurcharge wheN NeW

and that the Monies collected therebybCused .to offset the.eost- of the. iireflowrates take effect,

25 projects

26 The Coihpgny accépiS thealténfatiye- propqsixl in Exhibit B and urges the .Commission. to

27 approve it so thy; fire flow Projects can be oOmplqted Without iinduédolay (Company Bri at89)
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Accounting Order Modifyixig AFUDC Methodology

Analysis and Conclusion

Staff recommends modification of the methodology granted in Decision No. 68303

3 to take into account amounts collected by any ire flow related surcharges that are approved in this

4 proceeding, either the High Block surcharge, the Public Safety surcharge, or both (Hearing Exh; S

5 10). Staff. states that it is necessary .for the. Company 'to deduct surcharge collections when

6 calculating the balance to which the AFUDC fire flow rate is applied, in order to allow the Company

7 to recovercapital costs only on its het investment 'in fire flow projects (id )

8

As Staff states in Exhibit B, theme are several POtential benefits from implementing the High

10 Block surcharge and the Public Safety surcharge presented therein. First, implementation' of these

l l surcharges would permit implementation of the'Cornpany'S planned tire safety related, intiastrlicture

12 in a timely manner. As .we discussed earlier, the record in .this proceeding demonstrates that the

13 improvements are necessary to .ensure the public health and safety of the District'S ratepayers, and

14 that the District's ratepayers are largely in support of the improvements and are willing to pay for

15 them through their water utility rates.. As we ds discussed earlier, most City of Scottsdale

16 customers of the District will be exemptfrom the Public Safety- surcharge for which the.Company is

17 requesting approval in this proceeding.'". 'in addition, implementing the High Block surcharge and

18 the Public Safety surcharge ~as Set forth in Exhibit' B'would encourage conservation in the DiStrict,

19 whichhaS historical high usage, and would iNcrease CIAC, whichwouldih Mm alleviate future rate

20 increases for all the ratepayers iN the District

21 For these reasons, we will order the.CoMpany .to implement the alternative recommendation

22 presented by Staff c9Mmehcing.october l, 2007. Once the CoMpany has fully recovered its fire flow

23 proem costs, .the Public Safety sureharge will terminate, but revenues collected under the reduced

24 High Block surcharge will continue tO be treated as CIAC in order to 'alleviate future rate increases

25 as proposed by the.Cornpany (Direct Testimony of David P. Stephenson, Hearing Exh. A=l8 at.34

26 35). We will also Order ~the Compahy,'in itsapplication.of.the methodology approvedin DecisioN

9

27

See Hearing Exp. A-33
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1 168303. to deduct collections tram the High BloCklsurcharge and the Public Safety surcharge when

2 'calculating the balance to which the AFUDC Ere flow rate is applied, so that it will recover capital

3 l costs only on 'its net investment in tire flow projects, as Staffrecommends

4 IIx. OTHER ISSUES

5 A Arsenic Cost RéCoverv Mechanism ("ACRM")

6

7 levels at"or above 10 Ppb TestiMoNy .bf Johii A. ChelW Hearing Exh. S-5 at 4). The

8 'Company is requesting approval. of an ACRM for the District similar to the.AcRm previously

9 'approved for the COmpany's Havasu Water, AguA..F»iawa.¢¢r, Sun City West Wata,.and Sun City

10 Irater districts in Decision No. 68310 (November 14, 2005). -The Company's request is predicated

The most resent lab for the. Distria- indicates Thai" six of its seven wells have arsenic

ll ion the EPA's new standard reducing the MCL for arsenic firm 50 Ppb to 10 Ppb, ¢ffective.lanuacry

12 123, 2006. The Company his budgeted approutiinately $19. million for capital .investment in new

13 'arsenic remediation facilities for the District.- The Company asserts that an ACRM is .necessary to

14 Ludlow it to recover the capital costs of the facilities and related operation and maintenance ("O&M")

15 costs. The. Company isalso requestingauthority to defer all capital coSts relating to arsenicremovad

16 facilities plained in' service prior to the effective deW fan ACRM surcharge. Upon approvaloi; the

17 l'ACRM, the COmpany plans' tO lunate -a series Of filings for .speci1ic~.ACRM surcharges to recover the

18 Inisuiws arsenic tiemediation-related capital costs andO&Mlexpen$qs

19 The Company proposes 'an ACRM for 1116. District; oonsisting.."of the following (Per Direct

20; ITestimdny of David P. 'Stephenson Hearing E>d1.l-A-19 at 15.-16)

The ACRM is based solely an actual. costs and costs eligible for recovery, whichggre

depreciation, gross return aid.recéverablg 084154 costs

Actual recmkery via the ACRM pomniences after .new arsenic facilities in

séwiée and ate incompliance with theneyvE1?A MCL. for arsenic

Establishment of deadlines' forjiiling :the next rate case, ..without. limit on. the

Company's ability tO tile earlier, as.pér exjsting.Comn1issio1; orders

Aim ACRM. 18e cosign composed -Of a 50/50..sPlit.. Oflhe r.ecovery.bgtyveen.monthly

Minimum charges and volumetric charges, with. the volumetric charges based on the
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15

16

17

20

27

same inclining block rate design aS approved in this proceeding

A financial presentation composed of ten standard Schedules

Recoverable O&M costs to include only media replacement or regeneration, media

replacementer regeneration service, and waste. disposal

A defend for future recovery of up to 12 months ofrecoverable O&M, without return

commencing with the in-service date of facilities

Two step-rateincreases

No true-up of the ACRM for under~ or over- collection; and

10. Gross return included in the ACRM based on the return authorized in this proceeding

Staff states that in general, an ACRM provides a methodology for recovering certain defined

l l costs related to arsenic treatment as well as to establish a mechanism for recovery of arsenic

12 treatment related costs from customers, and that recovery of those costs through an ACRM surcharge

13 terminates upon inclusion of the arsenic remediation related plant in .rate base (Direct Testimony of

14 Alexander Iggie, Hearing Exh. S-6 at 20)

In relation to the Company's proposed ACRM, Staff recommends the following (id at 22-24)

Authorization of an ACRM

The Company should file, by July 1 of each year subsequent to any year that has

ACRM collections, a reportwith Docket Controlshowing its ending capital structure

(equity, lOng-term debt, and short-term debt) by month for the prior year

The Earnings Test" schedule filed in support of the ACRM. should incorporate

adjustments conforming to Decision No. 67093 (JUre 30, 2004). For example, the

acquisition adjustment should be removed from rate base and the amortization of the

adjustment should be removed from the iheome statement. The actual period results

adjustments, and adjusted period should be clearly Shown .on each Earnings 'Test

schedule. The' earnings test places a cap 'on the ACRM surcharge based On the

existing rate of return

MicrOsoii Excel' or Compatible electronic versions of the filings and all work papers

should be concurrently provided to Staff wide all ACRM filings
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The~ Company should tile hard bOdies . pf the .ten schedules discussed in its

application." In addition, Stiff iesewes the right for further discovery as it deems

necessary related to the ACRM filings

Rate design volumetric charges rnNst Be applied equally to all usage tiers; and

The Company should tile an application .for a perutxanent rate iNcrease Ne later than

September 30, 2008

Theme .No objection tcp Sta|1T's .recommendations regarding. Rh. ACRM." S s

recoinmendations are reasonable and should be adopted The ACRM pmpbsed by the.Company.yvill

9 beipprOved consistent with the Staff recommendations

PVCC Special Contract

The Company filed an applications on December 22, 2005, requesting. approval of an

12 agreement between the Company and pvcc§ Airer Staff tiled a Staff Retort on the issue on Jahuanry

13 31, 2006, the CoMpany requested .cémsdlidation of the PVCc.application with this rate application

14 and the cases were consolidated by Order. The agreement has a term et15 years, and is

15 written to become effective upon approval .of new rates in this proceeding; The agnreennent allows

16 PVCC a 15 percent discount .Eom tleCompgny's fates, and requiresPVCC to'accept

17 delivery 06 service during off-peak hours, except 'm .cir¢!111'1S18I1ces. where it hen .demonstrate.tothe

18 Company that its then existing needs calinotbe during slice PVCC has° cons.&UCted

19 at its sole expense, d storage reservoir end associated facilides Wbich allow it to take water firm the

20 Company during off-peak hours and store it for future We

Staff states that the schedules the Connlpamiy proposes to tile are as follows
Balance Sheet- The most recent balancesheet tr the wet Company at the time of filing the ACRM
request, . . . .
Income Statement- The Most recent income statement for the total Company and for the District
Barninas Test - An earnings test caléulationiforthe District
Rate Review Filing,- A rate review cdculation forthe ~Distri¢t
ArseniC COmpliance Revenue ReqUirement - AN arsenic compliance revenue requirement calculation
for the District that. is based upon arsenic plant and-recoverable arsenic operating expenses
Surcharge Calculation- A detailed edeulation Of the' surcharge
Rate Base Schedule- A schedule showingthe elements aNd the.cadculartion'of the rate base
CWIP Ledger - Aledger showing the transactions recorded in the construction work 'm .progress

. account.. 1.
While RUCO initially expressed concern with rolfe. review..process . for ACRM filings (see.. Hearing . R-6 at 31)

Staff's witness Steve Olca testified at the hearing regarding the contemplated due process for 'the Company's ACRM
surcharge filings (Tr.at 378-379), and RUCO did not address the in post-.hearing briefing . .

8.

DECISION NO. 68858



DOCKET no. W~01303A-05-0405

2

3

The Staff Report states that treated efflueNt is not available in the area, .and that PVCC has no

alternative source of water for irrigation. Staff states that PVCC explored using Central Arizona

Project ("CAP") Water, but was unable to obtain all the necessary approvals

Under thetenns of the agreement, PVCC has. the ability' to terminate the agreement upon 60

5 days' written notice and payment of a termination fee of $1,000. 'The agreement calls for binding

6 arbitration in the event of dispute

Staff recommended approval of the agreement and further recommended that the Company

8 be required tO request Commission approval of any future amendments to the agreement. Staff also

9 recommended that the Company be required to file with the Commission unexecuted copy of the

10 agreement within 30 days of its execution

The Company did not object to the recommendations in the Stair Report. PVCC was granted

12 intervention in this proceeding, but tiled no testimony aNd did not appear at the hearing. RUCO did

13 not take a position on this issue. Staffs recommendations are reasonable and will be adopted

11

Having considered the entire record herein and being filllyadvised in the premises, the

16 Commission finds, concludes, and orders that

17 FINDINGS OF FACT

On June 3. 2005. Arizona American tiled w'ith the CommissioN an application fore

19 rate increase for the District. The application do requestS approval for the District of a public safety

20 surcharge for investments by the Company related to improvement of tire flow facilities; an Arsenic

21 Cost Recovery Mechanism for investments required bY the Company to comply With federal water

22 arsenic reductionrequirernents; and approval of a conservation surcharge that would 'be imposed for

23 usage in the highest ConsUmption block

24 On June 17, 2005 the Company.iiled.cost of service testimony .and Schedules G and

On July 14,-2005, the Compaxiyliled revised H. Schedules

On July 18, 2005, Staf fdoeketed a oepy of  a letter informing the Company that its

28 applicétien.. as amended-,on June 175. 2005 met '.the. sufficiency requirements set ferth. 'm the
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l Commission's rules

5 On August 1, 2005, RUCO requested intervention, which was granted by Procedural

3 Order issued August 15, 2006

A Procedural Order was issued on August 15, 2005, setting a hearing in these

5 consolidated matters to commence on MarCh 27, 2006, and setting associated. procedural and filing

6

6 deadlines

7 7 On August 22, 2005,the Company. docketed dhbpy -of a lettét to the Compalny &om

8 the Town

9 8

10

12

13

On September 16,- 2005,the Company 8dcketed a cOpy-of a letter mailedto each of its

customers in the-DiStrict.. Also on September 16, 2005, the Company doCketed la letter. including

detailsregarding its request for an accounting order related to' the public safety surcharge requested in

its application

9

14

15

On October 26,- 2005, the Company docketed an affidavit tihacra copy of the

notice requilned by the August 15, 2005 Procedural Order was included. in each September 2005. bill

Mailed to customers "umthe Company's ParadiseValley Waler District

16 10. On NoVember 14, 2005, the ComMission issued. Débision No. 68303, which granted

17 the Company's requ¢mtQ..be .allowed to defer capital costs incuinnéd by the District related W public

18
19

20

21

safety .associated with ilbws. Deeision'No. 68303 limited the deferral amounts to depreciatioN

expense and a post-in-service allowance for funds 'during construction with'.the set at the

Company's cost Of debtconcu;*reNt with the deferral period

l l On Decsember .16, 2005; PVCC filed an Applieaiionto.Intervene, Which Was granted

22 by Procedural Order issued January 4, 2006

12. On February 22, 2006, a copy of aleuerdated February 15, 2006 from the TowN to23

24 Chairman Hatch-Miller was docketed

25 13. A Procedural Order Was issues on February-.28,-2006, consolidating the..Company's

26 rate application With the aboveéeaptioned .applitzatioii .fi.led.by.the Company' oil Deeember.22, 2005

27 The~December 22, 2005 application .requested CoMmissioN .approval of an agreeMent betweens the

28 Cogmiany aNd .Byccwhich vyould allow BVCC a 15 percent discount fl'omthe Comp£u1y's standard
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I url rates

14. On March 20, 2006, the Town filed a letter requesting intervention

15. On March 24, 2006, Eric Nesvig filed written public comment in this docket

16. On March 27, 2006, the Town filed a letter withdrawing its intervention request. Also

5 an March 27, 2006, the Town fileda letter in the docket regarding tire flow improvements

17. . A hearing was held as scheduled before a duly authorized Administrative Law Judge

7 of the COmmisSion commencing onMarch 27, 2006, and continuing on March 28,Mareh 29 and

8 April 3, 2006, Several Members of the public appeared on the first day of hearing and provided

9 public comment on the application

18. The Company, RUCO and Staff appeared and presented evidence at the hearing

19. Following the hearing, on March 30, 2005, the Company caused discovery items from

12 the litigation entitled Kuejlirer v. Arizona-American, pending in Maricopa Superior Court, to be filed

13 in this docket, as specified during the taking of public comments at the hearing in this matter. These

14 materials include, among other items, the Company's Paradise Valley Water Company 1999

15 Comprehensive Planning Study and a copy of report prepared by Brown and Caldwell titled Arizona

16 American Water Paradise Valley Water System Fire FloW Capacity Assessment dated March 2004

20. On April ll, 2006, the Company filed Notice of Availability of Kuejiizer v. Arizona

2

18

19

20

21

22

AmericanDiscovery Materials

21 o . On April 21, 2006, RUCO andstaff filed their respective post-hearing schedules. The

Company .had .previously provided its post-hearing schedules on April 3, 2006, -the final. day of

hearing

22.. On May 5, 2006, the parties filed their initial post-hearing briefs

23L .. OnMay 26, 2006, the .parties .filed their reply briefs, and these consolidated maiters

24 were taken underadvisement

25 24. Ort July 3, 2006; the Town filed in these consolidated dockets. a Motion for Leave to

26 File Amicus CuriaeBrief; 'to which was attached an amicuscuriae brief

27 25. . Based on the adjusted test year data, as determined herein, the operating income Under

28 existing"rates~for,the District is $915,913
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26. Based on the adjusted test year data, 'as determined herein, the FVRB for the District is

2 $14,351,471

27.

28.

A fair and reasonable fair value rate Of return is 7.24 percent

The increase proposed by Arizona-American would produce an excessive return on

29. The authorized increase in gross annual revenues for the District is $199,371

30... The rates set herein' produce an increase in annualrevehues of 3.93 percent which

8 results in a monthly increase from $24.61 to $26.37, or 7.13 percent, for the average usage (22,193

9 gallons/month) 5/8 x 3/4-inch meter customer, and a monthly increase from $16.81 to $18.24, or 8.54

10 percent, for the median usage (11,500 gallons/month)5/8 x 3/4-inch meter customer

11 31. The High Block surcharge approved herein will apply to residential usage in the third

12 tier (over 80,000 gallons/month), in addition to the normal third tier charge, and will be$2.15 per

14

13 1,000 gallons/month

32. The High Block surcharge approved herein will apply to commercial usage in the

15 second tier (over 400,000 galloMmonth), in addition to the normal second tier charge, and will .be

16 $2.15 per 1,000 gallons/month

17 33. .The Public Safety Fire Flow surcharge. approved herein will apply to residential usage

18 in the. Second. did third tier (over. 25,000 gadlonsVnnonth), in addition to nonnnal secondand third tier

19 charges,.and will be $1.00 per 1,000 gdlons/month.ii'oin October 1, 2007 until reeoveryOf fire flow

20 project costs .is complete, at which timejt will terminate

21 34.

22

23

The PubliC Safety Fire Flowsurcharge approved herein will apply to conimereial

usage. in the second tier (ovet:400,000 gallons/month), 'um addition to' the nomad second .tier charge

and will be $1.00 per. 1,000 gallons/mOnth from October l, 2007 until recovery of fiII8.BoWproject

24 costs is complete, atWhich time it will terminate

35. . It is ..in the.§public interest»  to implement .a rate design' that promotes 'long-.term

26 conservation goals by sending appropriate price signals to héavicr watepusers

27 36. . The rate desigil approved herein addresses the goals Of conservation, efficient water

28 use, affordability, fairNess, simplicity, and Tate Stability, and iS in the public interest

25
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The rates and charges approved herein, including the High Block surcharge and the

2 Public Safety Fire Flow surcharge as discussed herein, are just and reasonable and shall be approved

38. . The ACRM proposed by the Company is reasonable and shall be approved consistent

4 with the Staff recotnmendations

37.

5 39.

6 40.

The PVCC special contraei as discussed herein is reasonable and shall be approved

Based on infonNaatioh. provided by the Company, water use for the year 2004 totaled

8

3,165,233;000 gallons, and thc- CoMpany reported producing 3,512,659,000 gallons. This resulted in

a. water loss of .9.89 percent;lwhich is accéptable to Staff (Direct Testimony Of John A. Chelus

9 Hearing Exh. S-5 at 4)

10 41. Based on data submitted by the Maricopa County Environmental Services Department

l l ("MCESD"), MCESD has detemmined thatthe District is currently delivering water that meets the

12 water quality standards required by Title 18; Chapter 4 of the Arizona Administrative Code (id at 5)

42. " The District iS located within the Phoenix Active Management Area ("AMA") and

14

15

consequently is subject to reporting and conservation rules administered by ADWR. The PhOenix

.AMA reported that the District is in total compliance with the ADWR reporting and conservation

16 rules (id at 4)

43.17 The District is using depreciation rates it developed, and Staff recommended that the

18 District continue to dS thee rates (id at 5 aNd Exhibit 4 to Hearing Exh. S-5). N o party objected tO

19 these depreciation rates, and the District Should continue to use them

44.20 The DiStrict has nO outstandiNg compliance issues with the Commission

45.

23

24

25

26

27

The Company has an approved curtailmeNt plan on file that applies to all its

22 service areas, including the District

46. Because an alloWancefOr the property tax expense of the District is iNcluded in the

Disu'ict's rates and will be collected from its customers, the COmmission seeks assurances from the

Company that any taxes.'collected from. ratepayers have been. remitted to the. appropriate taxing

authority. It has CoMe tO the CommiSsiOn's .attentioN that a number .of water companies ave been

unwilling or unable to tbltill their obligation tO Pay.the. taxes that were collected from ratepayers

some for as many as twenty. Years. It is reasonable, therefore, tliatas a preventive .measure Arizona28

7
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1 American annually file, as part of its annual report, an affidavit with the Utilities Division attesting

2 that the Company is current in paying. its property taxes in Arizona

3 CONCLUSIONS OF LAW

4 Arizona-American Water Company .is a public service corporation within the meaning

5 of Article XV of the Arizona ConStitution and A.R.S. Sections 40-250 ahd 40-24 I

6 2 The Commission has jurisdiction over the Company and the subject matter of the

7 applications

8 3 Notice of the applications-was .provided in the manner prescribed bY law

4 The rates and 'charges for the Paradise' Valley Water District- approved herein

10 including the High BloCk surcharge and the PUblic Safety Fire. FloW surcharge 'as discussed herein

1.1 are just and reasonable and shall be approved

12

IT IS THEREFORE ORDERED that Arizona-American Water Company is herebY dixjectd to

14 tile with the Commission. on or. before 'July 3 l, 2006, revised schedules. of rates and charges

15 consistent with the schedule set forth below and the discussioN herein

16 MONTHLY USAGE CHARGE

5/8" x W' Meter
WE Meter
1" Meter

1 W' Meter
2" Meter
399Meter
4" Meter
6" Meter

$ 9.50

157.25
315.00

Paradise Valley Country Club
Fire Protection

See Below
$ 5.00

COMMODITY RATES
Residential - All Meter Sizes

Gallonage Charge - per 1,000 Gallons
FrOm 1 tO 25.000 Gallons
From 254001 to 80.000 Gallons
Over 80.000 Gallons

$ 0.76
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Commercial - All Meter Sizes
Gallonage Charge .- per 1,000 Gallons

From 1 to 400,000 Gallons
Over 400.000 Gallons

$ 1.27

Turf Facility Customers
Gallonage Charge - per 1,000 Gallons

A11 Gallons s 1.00

Paradise Vallev Countrv Club (Contract Rate)
Minimum of Charges Based Upon Applicable
Meter Size

From 1 tO 2.500.000 Galleons

Over 2.500.000 Gallons

Turf Rate Less 15
Percent
Turf Rate Less 15
Percent

A11 Surcharges Applicable to Commercial
Customers Less 15 Percent

Other General Metered
Gallonage Charge - per 1,000 Gallons

A11 Gallons $1.46

Fire Protection
Gallonage Charge - per 1,000 Gallons

All Gallons No Charge

Resale Customers
Gallonage Charge - per 1,000 Gallons

All Gallons $1.46

Service Line and Meter INstallation Charges
(Refundable pursuant to A.A.C. R14-2-405)
5/8" x w' Meter

W' Meter
l" Meter

l W' Meter
2" Meter
3" Meter
4" Meter
6" Meter

$48000
560.00
650.00
895.00
555;00

2.235.00
3.440.00
6 195.00

SERVICE CHARGES

Establishment
EstablishMeNt (After Hours)
Reconnection (Delinquent)
Reconnection (Delinquent &ARer Hours)

$20;00
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1.50%

Meter Test. if meter is correct
Deposit
Deposit Interest
Reestablishment (Within 12 Months)
NSF Check
Deferred Payment, Per Month
Meter Reread (If Correct)
Late Charge per month 1.50%

Monthlv Service Charges for Fire Sprinlder
4" `or Smaller
6

10
Larger than 12

15

Per Commission mule A.A.C.R-14-2~403(B)
MOnths off system times the monthly minimumper Commissionrule A.A.C. R14-2
403(D)
1% Of Monthly Minimum for a Comparable Size Meter Connection, but no lcss` than
$5.00 per month. TheService Charge for Fire Sprinklers is only applicable for service
l'mes separate and distinct for the primary water service line

CAP Surcharge

There are. two current unchanged CAP surcharges which are .calculated under a separate docket
16

17
Imp BlockUsage Surcharge Treated as Contributions in Aid-of Construction

Per Customer

19

20

mesiaenual Customers
All residential cuStomers With usage in the tihilrd tier
Will pay a sUrcharge on their tllilrd tier usage

Al l usage in the tier, in addition to nonna third tier Charge $2.15 per 1,000 gallons
22

23
Commercial CustOmers
All.co ercid,cwtomers With usage in the second tier
Will pay. a surcharge on their second tier usage

All usage in the second tier, in additionlto normal second tier chg;7ge: $2.15 per 1,000 gallons

26 Public Safetv Fire Flow Surcharge Treated aS Contributions in Aid of Construction

27 Per Customer
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Residential Customers
All residential customers with usage in the second and third .tier
will pay a surcharge on second and third tier usage

All usage in the second and third tier, in addition to normal
secondand thirdtier charges

From October 1, 2007 until recovery of tire flow projects is complete $1.00 per 1,000 gallons

Commercial Customers
All commercial customers with usage in the second tier

7 will pay a surcharge on second tier usage

8 All Usage in the second tier, in additionto normal second tier charges

9 From October 1, 2007 until recovery of fire flow projects is complete $1.00 per 1,000 gallons

10

IT IS FURTHER ORDERED that the revised schedule of rates and charges shall be effective

12 for all service rendered on and after August .l,2006

IT 1s FURTHER QRDERED that'Arizona-American Water Company sham notify its affected

14 customers of the revised schedules of rates and charges authorized herein by means of an insert in its

no regularly Scheduled billing .in a form and manner acceptable to the Comlnission's . Utilities

16 Division sfafr

20

IT IS FURTHER ORDERED thatArizona-American Water Company's request for authority

to implemeNt an.ACRM is approved, to the eXtentdescribed herein

I T IS F H ORDERED'that Arizonaéélmerican Water Company .shall.comply with all

requirements discussed in this Order as a condition of approval Of the. Arsenic Cost Recovery

Mechanism

22 IT IS FURTHER ORDERED Ariz¢na-AmericaNwmt Company l file, by July let of

each year.subsequent tO any year iN which it collects surcharges Ander an ACRM, a reeport.with

24 Docket Control showing the Company's ending capital structure (equity, long-termdebt, and short

26

27

tern. debt) bY -month for the prior year

IT IS FURTHER ORDERED that, as part of the Earnings Test schedule filed in support of.the

ACRM.. Arizona-American Water Company. shall incorporate adjustments conforming to Decision
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3

4

1 No. 67093. as discussed in Staffs recommendatiOnS set forth herein

IT IS FURTHER ORDERED that Arizona-American Water Company shall file in this docket

hard copies of. the schedules. discussed in its application, as set forth in StotT's recommendations

herein, and shall concurrently provide Microsoft Excel or compatible electronicversions of the filings

and all .work papers tO Stair With all ACRM filings

IT IS FURTHER QRDERED that all ACRM surcharges shall be designed to apply rate design

7 .volumetric charges equallyto allusage tiers

IT IS FURTHER ORDERED that Arizona-AMerican Water Company shall file the schedules

9 j aNd iNformation described above, as well as any additional relevaNt data requested by $taf£ as part of

5

10 ~a1iy request for an Arscm'c Cost Recovery MechanisrhStep. increase

l l IT IS FURTHER ORDERED that Arizona-American Water Cqmpahy shall Iile.a.p¢rmanent

12 rate application for its.Paraldise Valley Water District no later than September 30, 2008

13

14

IT IS FURTHER ORDERED that Arizona-American Water, Company shall annually tile as

part .of its annual report, an aifiglavit with the Utilities Division attesting that the Company is current

15

16

i n paying its prepérty taxes in Arizona

IT IS FURTHER ORDERED.that the special contract agreemeNt between Arizona-Anierican

17 Water Cvmpanand Paradise Yalley Country.Club diseUésedherein is hereby' ap]5roved, and that

-AmeticaNWaterCdmpany.shall request.Commission approvalof any future ameNdments Te1.8 Arizona-

20

1.9 the agreement.

I T  I S  F U R T H E R  G R D E R E D that Arizona-AMerican. 'W ater CompaNy Shal l  t i le wi th

21

22

23

Commission DoCket COntrol, 30 days of its execution, an executed copy. of the special contract

agreement with Paradise Valley Country Club discussed ahdapproved herein, as a cofnpliance item

. in this case

24

25
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2

IT IS FURTHER ORDERED that Arizona-American Water Company shall continue to use

the depreciation rates for its Paradise Valley Water District set forth in Exhibit 4 to Hearing Exh. S-6

IT IS FURTHER ORDERED that this Decision shall become effective immediately

BY GRDER OF THE ARIZONA CORPORATION COMMISSION



l SERVICE LIST FOR ARIZONA-AMERICAN WATER
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5

6

Craig A. Marks
Arizona-American Water Company
101 Corporate Center
19820 North 7"1 Street, Ste. 201
Phoenix. AZ 85024

7 ~s¢0> S. Wakefield

8 1110 West Washington Street,Ste. 220
Phoenix. AZ 85007

Robert _]_. Metli
10 SNELL & WILMER, LLP

One Arizona Canter
11 400 E. Van Buren

Pho€l1ix; AZ 85004 . .
12 Attorneys for Paradise valley Country Club

14

15

16

19

Christopher Kempley, Chief Counsel
Maureen A.. Scott, Senior Staff Attorney
Keith A. Layton, Attorney
Legal Division .
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
PhoeNix. AZ 85007

17 Ernest G..JohNsoh. Director
UtilitiesDivision .

13 ARIZONA CORPORATION COMMISSION
1200 West Washington
Phoenix. AZ 85007

20

22

24

27
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BEFORE THE ARIZONA CORPORATION COMMISSION

2 JEFF HATCH-MILLER

3

4

Arizona Corporation Commission

DOCKETED
EIVED

5

6

WILLIAM A. MUNDELL
Commissioner

MARC SPITZER
Commissioner

MIKE GLEASON
Commissioner

KRISTIN K. MAYES
Commissioner

Nov 14 2005
NOV 1 6 2005

Al=uzon° » ooRp0aAnonoQ;vu,41ssl¢n
HEARING DIVISION

8

9

IN THE MATTER OF THE APPLICATION
OF ARIZONA-AMERICAN WATER
COMPANY, INC.'S REQUEST FOR AN
ACCOUNTING ORDER AUTHOR1Z1NG
nm DEFERRAL OF COSTS ASSOCIATED
WITH PUBLIC SAFETY/FIRE FLOW
IMPROVEMENTS IN ITS PARADISE
VALLEY WATER DIS TRICT

DOCKET no. W-01303A-05-0704

DECISION no.

PUBLIC SAFETY/FIRE FLOWS

ACCOUNTING ORDER

68303

12

13

14

15

Open Meeting
November 8 and 9. 2005
Phoenix. Arizona

17

18

19

20

21

22

23

24

25

26

27

28

BY TI-IE commlsslon

On June 3, 2005, Arizona-American .Water Company. ("Arizona-American" . or

"Company") filed .a -rate. application, Docket No..W-0.1303A-05-0405, with the '.

Corporation Commission ("Commission'?) for a determination of the current fair value of its utility

plant and property and for increases in its rates and charges based thereon forutility service by its

Paradise Valley-water district. Within that application was a request for an accounting order

authorizing the deferral of capital costs incurred by the Company's Paradise Valley system related

to public safety associated with tire flows

A hearing On the rate application is 'scheduled to commence oN March 27, 2006

Pursuantf to Staff's . request tO aid the .Company iN its request for. expedited action, .on

October 5, 2005, the COmpany nled request to bifurcate iterate application and to. separate the

accounting order portion from the rate application... TheCompany requests aN accounting order

authorizing the deferral of capital costs' by the Company's Paradise Valley system. related topublic

safety associated with tire flows

vwarvne m=nlslonno. 68858
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Page 2 Docket No. W-01303A-05-0704

2

The Town of Paradise Valley ("Town") has requested the fire-flow improvements since

they are needed to reduce the risk to life and property. Mr. Thomas M. Martinsen,the town

manager of the Town has requested expedited review Town residents' safety and the protection

of their property are highly dependenten this proglrann

5

6

7

Having considered the..Company's applicatioN and Staffs memorandum dated October 20

'2005. the Commission Ends, concludes, and orders that

8 FINDINGS OF FACT

9

10

11

Arizona-American is .aClass-A regulated water and~waste» water utlhty winch serves

approximately 131,000 customers tlnunoughout teState of Arizona pursuant to various Certificates

Of COnvenienceand Necessity granted bY the Commission to the COmpany and its predecessors in

12 interest

13 2

14

15

16

The Company's defeinrail request in this docket pertains only to'the Compariy.'s

Paradise Valley water district, where the Company provides service to approximately 5,000

customers inportionsof Paradise Valley, Scottsdale and unincorporated MaricopaCounty

The Coinpany.seeks an accountiNgorder in.this proceeding authorizing the deferral

17 of capital costs And expenscSit expéqts to incur before these eastS can be recognized 'm rates: AS

18

19

20

215

accoNhting order is a.rate-nnakng Mechanism whereby a regulatory commission provides speeiic

deferral authorization to treat 'costs in a manner that dialers from generally accepted eceoiinting

princip1es...Sucli .deferral mwh21iis1HnQ pursuant 'to iN authonizedaccounting order, is permitted

under Nationéd.IAssociation of.Regulatory .Cormiiissioners "("NiARUC") Uniform System 'of

22

23 4

24

25

26

AccountS ("USOA") guidelines

Arizona4A1iie1ican seeks an accoiiiiting order authorizing it tb defer capital costs

specifically depreciation expense acid "gross returN" related to public safety/fire flow irriprovcment

facilities placed into servieein Panradisc Valley

The TowN lias.'request¢dih¢~fire-floW improvementS since the iMprovementSjaie

27 needed to reduce the risk to life and property

DECISION no
68858
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2.

3

4

5

The Company proposes to include capital expenditures for projects that a) improve

foe Hows, b) produce no significant additional revenues, and c) do not materially reduce operating

expenses..Records will be maintained to segregate the cost of eligible capital investments and

capital investments that Would otherwise benuade during the .due course of the Paradise Valley on

going operations

7 StaEt"s recommendation for approval of an accounting order for Arizona-AMencan

7 is subj act to the following coNditions

a) The deferral is limited to eligible Company expenditures in the Paradise Valley water
district related to public safety/Ere flow

b) The Company shall be required to prepare and retain accounting records sufficient to
permit detailed review, in a rate proceeding,of all deferred costs related to
safety/tire How improvement facilities

c) The deferral is related to projects that are revenue neutral

public

14

d) The deferral iS related to projects that do not materially reduce opeljating expenses

depreciation expense (at authorized
depreciation rates)and a post-in-service allowance for funds Wed during construction

i). The post-in-service AFUDC wi l l automaticallycease when, and if, the related plant is
placed in rate base and recognizedin a rateproceeding .

e) The Compa.ny's deferra l is l imited to

("AFUDC"), with the rate set at its cost of debt concurrent with the deferral period

18

19

While issuance of . an accounting order authorizing . deferral of ;he costs being

incurred Will not assure the Company that those costs will be recovered in rates, without such an

accounting order, the Company would be foreclosed from possible future recovery of such costs as

20 a regulatory asset

21 9

22

A determinatiQn regarding the recovery Of the deferral Will be made iN the

Company's instant rate case or the CoMpany*s thturé rate cases for the Paradise Valley water

district23

24 CONCLUSIONS OF LAW

The Company is a public water service compotation thdmeaning bf Article

26 xv 0fth¢ Arizona conStifuubn and A.R.S.l§§40-250 and 40-252

The Commission has jurisdiction over the CompaNy and of the subject Matter .of the

28 application DECISION NO. 68858
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The cost deferred authorization granted herein does not constitute a finding or

2

4

5

determination that such costs are reasonable, appropriate, or prudent

It is in the public interesfto allow the Cornpanyto record the capital costs for

projects that improve Bio flows, produce no signiiicént additional revenues, and do Not materially

reduce opiating expenses. in a deferred account for .the Paradise Valley water district, subject to

the conditions recommended by~Staff as set forth and discussed herein6

9

10

11

12

/

14

15

16

17

18

19

IT IS ORDERED that 'the .application by AriZona=Arherican .Water

Company for an accounting order to improve Ere tloVvs for publicSa.fety.isapproved; authorizing

the deferral of depreciation é icpense (at .authorized depreciation rates) and a .Post-in-seivice

AFUDC, With the rate seat its cost of debt' concurrent With the deferral period, subject to the

conditions andrequirementsrecommended by Staff, as described herein

IT IS FURTHER ORDERED that the. Cost deferral -authorization granted haeinl"does."not

constitutea finding or determination that the deferred costs are reagoriable, appropriate,Orprudent

IT IS thatthis DeCisioN .ehadl not be consumed as Providing the

Arizona-Arherican Water Cornpany .any relief through ratcs.with respect to the. ultimate recovery

of the above'-authorized cost deferrals

rr 1s QRDERED :no MeOampMy sham prepare ala retain acwilifins records

sufficient to permit detailed review, iii a rate ?of. all "defer-red. costsi reconded as

20 authorized above

21

22

24

27 68858
DECISION no
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2

3

IT IS FURTHER ORDERED that a determination of recovery of the deferral will be made

in the Company's instant rate case or the Company's future rate. cases .for the Paradise Valley

water district

IT IS FURTHER ORDERED that this Decision shall become effective immediately

BY THE ORDER OF THE ARIZONA CORPORATION confessIon

10

14

20

22

24
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1 SERVICE LIST FOR: Arizona-American Water Company, Inc
DOCKET no. W-01303A~05-0704

Mr. Craig A. Marks
Arizona-AmericaN Water Company
101 Corporate Center
19820 North 7th Street. Suite 201
PhoeniX. Arizona 85024

Mr. Scott s. wakefield

8

1110 West Washington Street
Suite 220
Phoenix. Arizona .85007

12

Mr. Bmw G. Johnson
Director. Utilities Division
Arizona Corporation.Commission
1200 West Washington
PhoeniX, Arizona 85007

13

14

Mt. Christopher C. Keeley
Chief Counsel
ArizOna Corporation Commission
1200 West Wéshiington
Phoenix. Arizona 85007
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EXHIBIT No , $3
ALTERNATWE FIRE FLOW SURCHARGE

DOCKET no. W-01303A-05-0405

In its direct testimony, Staff proposed a "High-.Block" surcharge of $2.15 to be
applied tO all gallons in the top tier of each rate schedule tO reimplemented coincident
with the new rates in Arizona-American Water Company's ("Company") application
Amounts collected a.reto be treated as Contributions in Aid of Construction ("CL4lC")
In  i ts surrebuttal testimony Staff recommended that the "High Block" surcharge
collections be used to offset the ire flow projects

The Company had proposed a two step "Public Safety" ire flow surcharge
However, in discussing Staffs proposal, the Company's rebuttal testimony indicated that
it would defer the timing of the fire flow projects since the High Block surcharge would
not produce adequate cash flow. Mr. Towsley's testimony indicates that "the Company

has slowed the pace of these projects until the Coinlnission's wishes are more clearly
stated

The Company has asked Staff to explore possible acceleration of the foe How
surcharge collections to assist in completing the project on a more timely basis. As an
alternative, in the event the Commission believes a surcharge is appropriate, Staff

gests a second phase, which would also be used specifically for fire How surcharges
that would take effect on October 1, 2007. The second phase Would increase the High
Block surcharge from $2.15 to $3.15 per 1,000 gallons. A new "Public Suety" surcharge
for the 2"°  Tier residential rate of $1.00 per .1,000 gallons and for the 1" Tier of
commercial rate of $1.00 per 1,000 gallons would also 'begin October 1,2007

Staff estimates that the High Block . surcharge of $2.15 would generate
approximately $1.7 Million annually. Implementation of the October l, 2007 increases
would generate an additional $1.8 million annually for a total of $3.5 .million annually
See Attached Schedule DWC

The potential beNefits from phase-iN ire How surcharge include the following

EncoUrage cvNsezrvation in a water district With historically high usage
Increase . cone-ibutions in aid of construction which will reduce 'future rate
11.C1¢3S¢8
Permit more timely iMplementation of fire safety related in.&astructure

The surcharges will have no effect oN. the median=(11,500 gallons) or average (22,193
gallons) residential bills since the surcharge for the 2"° . Tier residential .starts at 25,0Q0
gallons. Thus, the median and average residential .users not be impacted

Not withstanding .this alternative, Staff continues to recommend ~a .$2.15, "High
Block" surcharge ice implemented when new rates take. effect 4 and for the monies
collected by this surcharge to be used to offset the cost of the foe flow project

DECISION no. 68858
'Dana 1 reF '1 iv-In¢=¢
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If the Commission adopts this alternative, Staff recommends that that the Public
Safety surcharge be terminated and the High Block surcharge be reduced back to $2.15
once the Company has filly recovered its ire flow project costs

page 2.of 3 pages DECISION NQ
68858



DGCKET no. W-01303A-05-0405 et al

\Arizona-American Water Company/Paradise Valley Water District
Docket No. W-01303A-05-0405

Schedule DWC

APPROXIMATE CASH FLOW
FIRE FLOW SURCHARGE

Assumes implementation of a top tier $2.15 surcharge in August, 2006
Implementation of the following revised surcharge in October, 2007

Top Tier-all Rate Schedules
2nd Tier-Residential Rates
1 st Tier-Commercial Rates

at $2.15 at $3.15

ESTIMATED MONTHLY CASH FLOW

2nd Tier Res . 1st Tier Com
at $1 .00 at $1.00 Cummulative

170.000
113.333
113.333
113.333
113.333
113.333
113.333
170.000
170.000
170.000
170.000
170.000
170.000
113.333

52_B00 12.000
12.000

155.665
166.655
155.655
156.556
165.655
250.000

52.800 12.000
12.000

September
October

November
December

January
February

March
April
May
June
July

August
September

October
November
December

January
February

March
April
May

June
July

August
September

October

2006
2006
2005
2006
2007
2007
2007
2007
2007
2007
2007
2007
2007
2007
2007
2007
2008
2008
2008
2008
2008
2008
2008
2008
2008
2008

250.000
250.000

79.200
79.200
79.200

18.000
18.000
18.000
18.000
18.000
12.000

186.600

170.000
283.333
396.556
509.999
623.332
736.665
849.998

1 .019.998
1 .189.99B
1 359.998
1 .529.99B
1.699.998
1 .B69.99B
1 _9B3.331
2.214.797
2.446.253
2.677.729
2.909.195
3.140.661
3.487.861
3.835.061
4.182.261
4.529.461
4.876.661
5.223.861
5.455.327166.666

2.499.995

79.200
79.200
52.800

792.066

3.471.000
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l BY THE COMMISSION

6

7

I. Procedural Historv

On April 2, 2007, Arizona~American Water Company ("Arizona-American" or "Company")

4 filed an application for a rate increase for its Sun City Water District

On April 30, 2007, the Commission's Utilities Division ("Staff') filed a letter stating that the

application met the suff iciency requirements outlined in A.A.C. R14-2-103, and classifying the

Company as a Class A utility

On May 16, 2007, the Commission convened a Special Open Meeting for the purpose of

9 taking public comment on the rate increase in this matter as well as Docket No. ws_01303A_06

10 0491, Arizona-American's then pending rate case for its Sun City and Sun City West Wastewater

ll Districts

12 By Procedural Order dated June 5, 2007, the Commission set the matter for hearing on

13 January 7, 2008, established procedural guidelines and deadlines for tiling testimony and granted

14 intervention to the Residential Utility Consumer Office ("RUCO") and the Sun City Taxpayers

15 Association, Inc. ("SCTA")

16 On September 13, 2007, the Commission granted intervention to the Town of Youngtown

17 ("Youngtown" or "Town")

18 On September 19, 2007, Arizona-American filed Notice of Filing Affidavit of Publication

19 indicating that notice of the hearing in this matter was published on September ll, 2007, inthe Daily

20 News-Sun

21 On September 21, 2007, Arizona-American tiled Notice of Filing Affidavit of Customer

22 Notice, indicating that the notice of the hearing had been mailed to Arizona-American's Sun City

23 District customers

24 On October 3, 2007, William E. Downey of Sun City, Arizona, filed a Motion to Intervene

On October 15, 2007, RUCO filed the Direct Testimony of Marylee Diaz Cortez, William

26 Rigsby and Timothy Coley, Youngtown filed the Direct Testimony of Mayor Michael LeVault and

27 Deputy Fire Marshall Ken Rice, and Staff tiled the Direct Testimony of Alexander Iggie, Stephen

28 hine on cost of capital and Dorothy Hains
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C. Cost of Capital

2 1. Capital Structure

Arizona-American supports a capital structure of 58.3 percent debt and 41.7 percent equity

4 This reflects an equity infusion of $15,000,000, which was completed inDecember 2007

Staff supports a capital structure composed of 61.0 percent debt and 39.0 percent equity

Staff also includes the $15,000,000 equity infusion in 2007. The main difference between Staff and

Arizona-American is Staffs inclusion of $28,124,006 of short-term debt in Arizona~American's

6

7

8 capital structure

RUCO supports a capital structure of 57.7 percent debt and 42.3 percent equity. RUCO

10 asserts that whether to include short-term debt in a company's capital structure should be considered

l l on a case~by-case basis. Based on the facts of this case, RUCO recommends that the Commission

12 should not include the short-term debt in the Company's capital structure. RUCO states that the

13 short-term debt relates to the Company's plan to finance a Central Arizona Project treatment facility

14 mown as the White Tanks Plant, through the use of hook-up fees. RUCO asserts that the short-term

15 debt related to the White Tanks Plant will be paid off by the eventual collection of hook-up fees

16 which will be treated as a source of cost-free capital, thus, RUCO believes that the short-term debt

17 associated with the White Tanks Plant should not be included in the Company'.s capital Structure

18 Arizona-American believes that Staff's position is a new one, and it argues that short-term

19 debt should not be included in a company's capital structure. The Company argues it should not be

20 included unless it is being used to finance long-term assets, in which case, the return on rate base

21 should recognize the cost of the short-term debt that financed those assets. The Company argues that

22 short-tenn debt used to finance Worldng Capital and Construction Work in Progress ("CWIP")

23 should not be included in the capital structure. Arizona-American states that in Arizona, CWTP is not

24 included in rate base, so no return should be provided by customers on CWIP financed by short-term

25 debt. Arizona-American argues that Staff did not meet its burden of identifying the balance of short

26 term debt, if any, being used to finance long-term assets

27 Staff argues that short~tenn debt is a component of the capital structure and that the use of

28 funds from short-term debt is irrelevant. Staff states that it subscribes to a financial theory that
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1

2

money isfungible and a dollar collected from any particular source cannot be assigned to a particular

prob act. Staff asserts that it does not adjust a company's capital structure based on what the funds are

used for and whither those uses are included in rate base. Staff maintains, iii response to RUCO, that

it is impossible to determine what dollars in the available pool of capital are assigned to the White

Tank treatment project. Staff continues to believe that including sho1t~tenn debt gives a more

accurate view of the Company's financial position

We concur with Staff's position. We are not convinced by the Company's arguments that

8 short-term debt should be excluded from the capital structure. Short-term debt is another source of

9 funds available to the Company, and the cost of those Mets should be recognized. Our determination

10 to include short-term debt is consistent with our prior practices, most recently and relevantly, with

l l our Decision in the Sun City Wastewater and Sun City West Wastewater Districts rate case

12 2. Cost of Debt

13 The parties agreed that the cost of debt is 5.5 percent

14 3. Cost ofEquitv

15 Staff recommended a cost of equity of 10.8 percent. Arizona-American agreed to Staft"s

16 position. Staffs witness, Mr. Irvine, utilized the Discounted Cash Flow ("DCF") and Capital Asset

17 Pricing Model ("CAPM") to derive his estimated industry return on equity ("ROE") of 9.9 percent

18 Mr. Irv ine then added 90 basis points, or 0.9 percent, to the industry ROE to ref lect Arizona

19 American's greater leverage than the sample utilities

20 RUCO's witness, Mr. Rigsby, also uti l ized a DCF and CAPM analyses to calculate an

21 industry sample group return on equity of 9.39 percent. Mr. Rigsby added 50 basis points, 0.5

22 percent, to adjust for Arizona-Arnerican's greater leverage, and recommends adopting a cost of

23 equity of 9.89 percent. RUCO argues that its recommended cost of equity is appropriate given the

24 current environment of historically low inflation and low interest rates

25 Arizona-American argues that RUCO's 50 basis point adjustment is arbitrary, not based on

26 any recognized methodology, and inconsistent with Commission precedent. Arizona-American

3

4

5

6

Staff Reply Briefat5
See Decision No.70209
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states it is well below the adjustments the Commission recently approved for Arizona-American's

other Districts. In Decision No. 69440 (May 1, 2007), the Commission approved an adjustment of

3 100 basis points for Arizona-Arnerican's additional leverage risk. Arizona-American also criticizes

4 Mr. Rigsby's DCF analysis for equally weighting the DCF evaluations of his water utility and gas

5 utility samples and for only using four water companies in the sample

We find that Staffs cost of equity recommendation is reasonable and consistent with prior

7 Commission decisions regarding cost of equity. Staff utilized reasonable inputs for its DCF and

8 CAPM models and for its financial risk adjustment." Consequently, we adopt a cost of equity of

9 10.8 percent

10 4. Overall Cost of Capital

l l Based on the foregoing, we adopt an overall cost of capital for Arizona-Amelican of 7.6

12 percent, calculated as follows

13

1

2

SrCod# h e

M

e _W

10.80%Common Equity

Weighted Average Cost of Capital

Percentage

61 .o %

39.0 %

100.0% 7.6%

D. Authorized Increase

16

17

18

19

20

Based on the foregoing, we approve a rate increase of $I,907,192, as set forth below
$25,295,922

$1,922,490
7.6%

$1 .166,984
1 .6343

$1,907,202
$7,688,479
$9,595,681

24

Adjusted Test Year Operating Income
Required Operating Income
Required Rate of Return
Operating Income Deficiency
Gross Revenue Conversion Factor
Increase in Gross Revenue Requirement
Adjusted Test Year Revenue
Approved Annual Revenue
Percentage Increase in Revenue

26

28
In Decision No. 70209, the Commission approved a risk adjustment of 80 basis points for the Sun City and Sun city

West Wastewater Districts
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1 BY THE COMMISSION

INTRODUCTION

On July 28, 2006, Arizona-Arnerican Water Company ("Arizona-American" or "Company")

4 filed an application with the Arizona Corporation Commission ("Commission") for an increase in its

5 rates for utility service by its Sun City Wastewater and Sun City West Wastewater Districts

Intervention in this matter was granted to the Residential Utility Consumer Office ("RUCO")

7 Mr. Philip Jansen, and the Sun City Taxpayers Association ("SCTA")

On February 2, 2007, the Commission's Uti l i t ies Div ision ("Staf f ") f i led a Letter of

9 Sufficiency, and by Procedural Order issued February 15, 2007, the hearing in this matter was

10 scheduled to commence on August 23, 2007

l l Public Comment Hearings on the application were held in Sun City and Sun City West

12 Arizona on May 16, 2007. Public comment was also taken at the beginning the evidentiary hearing

13 which commenced on August 23, 2007, as scheduled, and continued through August 24, 27, 28, and

14 September 5, 2007

lS Following the hearing, closing briefs and reply briefs were filed, and the matter was taken

16 under advisement

17

18 Arizona-American is requesting annual revenues of $6,001,082 for its Sun City Wastewater

19 District. which is an increase in annual revenues of $1,493,529, or 33.13 percent over adjusted test

20 year revenues, and annual revenues of $5,818,464 for its Sun City West Wastewater District, which is

21 an increase of $1,27l,824, or 27.98 percent, over adjusted test year revenues, in its Sun City West

22 Wastewater District. RUCO recommends a revenue requirement of $5,741,494 for Sun City

23 Wastewater. which is an increase of $1,233,925, or 27.37 percent over adjusted test year revenues

24 For Sun City.West Wastewater, RUCO recommends a revenue requirement of $5,964,454, which is

25 an increase of $l,417,929, or 31.19 percent, over adjusted test year revenues. Staff recommends a

26 revenue requirement of 35,869,400 for Sun City Wastewater, an increase of $l,386,545, or 30.93

11. APPLICATION

On December l l . 2007. SCTA tiled its Withdrawal of Motion to Intervene

DECISION NO 70209
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percent, over adjusted test year revenues. For Sun City West Wastewater, Staff recommends a

revenue requirement of $5,617,155, an increase of $1,078,750, or 23.77 percent, over adjusted test

year revenues

1

2

3

4 III. RATE BASE ISSUES

For its Sun City Wastewater rate base, Arizona-American proposes $l2,346,l01. RUCO

6 proposes $12,195,256. Staff proposes $12,405,348

For its Sun City West Wastewater rate base, Arizona-American proposes $16,544,545

8 RUCO proposes $16,440,658. Staff proposes $l6,409,l37. The differences in the parties' rate base

9 proposals stem from their differing positions on imputed advances in aid of construction ("AIAC")

10 ' and contributions in aid of construction ("CIAC") balances, removal of certain plant li'om plant 'm

11 service, and an appropriate accumulated depreciation balance

Plant in Service

Northwest Regional Wastewater Treatment Facility Allocation

14 The Northwest Regional Wastewater Treatment Facility ("Northwest Plant") serves both the

15 Sun City West Wastewater District and the Anthem/Agua Fria Wastewater Distn'ct.' In December

16 2004, Arizona-American expanded the Northwest Plant, which was formerly known as the Sun City

17 West Water Reclamation Facility, to accommodate flows from the Agua Fria Wastewater District in

18 addition to Sun City West flows, which reach the plant after leaving the single lilt station located at

19 the comer of Bell' Road aNd E1 Mirage Road. (Direct Testirnonyof Company witness Brian K

20 Beisemeyer, Exp. A-2 at 5, Tr. at 20.) The expansion increased the capacity of the Northwest Plant

21 from 3.14 million gallons per day ("mud") to 5.0 mud. In this rate case, the Company initially

22 allocated 97.75 percent of operating expenses and rate base for the plant to Sun City West, based on

23 actual flows during the test year. (Direct Testimony of Company witness JoelM. Reiker, Exp. A-8 at

24 3, Tr. at l52.) Staff Engineering inspected the plant and determined that the expansion and

25 accompanying upgrades are used and useful. (Direct Testimony of Staff witness Dorothy Hains

26 Exhibit S-1, Exhibit DMH-2 (Engineering Report) at 1.) Arizona-American and Staff are in

28
The Company has a rate case pending for the Anthem/Agua Fria Wastewater District in Docket No. WS~01303-06
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1 "ornmission precedent and use adjusted test year revenues in determining property tax expense

Staff proposes that the Commission adopt the inclusion of a factor for property taxes in the

3 cross Revenue Conversion Factor ("GRCF") which is used to calculate the gross revenue required tO

4 Jbtdn the proper level of operating income. Staff's proposed factor for property taxes in the GCRF

5 automatically adjusts the revenue requirement for changes in revenue in the same way that income

6 :axes are adjusted for changes in operating income. (Direct Testimony of Staff witness Gerald

7 Becker, Exh. S-8 at 15-16.) In tum, the Company proposed an adjustment to property tax expense for

8 ;he GCRF in order to appropriately reflect income taxes on the incremental property taxes that result

9 tram applying the property tax factor through the revenue conversion factor. (Co. Br. at 19, Rebuttal

10 Testimony of Company witness Sheryl Hubbard, Exp. A-9 at 5, Exhibits SLH-R1 and SLH-2, Sched

l l .,~2, page 2 of 4, line 36.) Neither RUCO nor Staff commented on the Company's adjustment to

12 Staff's proposed GCRF methodology. Staff's proposal to include a property tax factor in the GCRF

13 along with the Company's proposed adjustment thereto, is reasonable and will be adopted

Net Operating Income

Arizona-American's Sun City Wastewater District test year revenues were $4,507,569. In

accordance with the discussion herein, the Sun City Wastewater District's adjusted test year

operating expenses for ratemaking purposes total $4,399,211, for an adjusted test year operating

income of $108,358. For Arizona-American's Sun City West Wastewater District, test year revenues

were $4,546,525. In accordance with the discussion herein, the Sun City West Wastewater District's

adjusted test year operating expenses for raternaldng purposes total $3,965,617, for an adjusted test

year operating income of $580,908

VII. COST OF CAPITAL

Capital Structure and Cost of DebtA.

Capital Structure

Arizona-American

The Company recommends a capital structure of 41.1 percent equity and 58.9 percent debt

The Company's recommendation ref lects an expected 2007 equity infusion of $15 mill ion

DECISION no 70209
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1 (Company Final Schedules D-1 for both Sun City Wastewater and Sun City West Wastewater.) The

2 Company agrees with Staff that its $3 million Phoenix Interconnection Agreement" should be

3 classified as zero-cost debt, but would prefer to classify it as long-term, and not short-term debt

4 (Exh. A-13 at 5.) The Company opposes Staffs inclusion of short-term debt in the capital structure

5 The Company argues that it is not using short tern debt to finance rate base, which is demonstrated

6 by the fact that its Construction Work in Progress ("CWlP") balance was over twice its short term

7 debt balance at May 2007. The Company also argues that short term debt can change significantly

8 from month to month, and that Staffs proposal to use a short-term debt balance as of a particular

9 point in time is inappropriate, unless the balance can be shown to be typical. The Company also

10 contends that including short» terrn debt in the capital structure makes it more difficult to achieve the

l l goals of the Company's 2005 Equity Plan filed in accordance with Commission Decision No. 68310

12 (November 14, 2005).5 The Company states that if short-term debt is included in the Company's

13 capital structure, the Company will need more time to comply with the Commission's directive in

14 Decision No. 68310 to achieve and maintain a 40 percent equity target. (Exp. A-13 at 12-13.)

16 RUCO recommends a hypothetical capital structure of 60 percent debt and 40 percent equity

17 (Exh. R-12 at 6.) RUCO disagrees with theCompany's capital structure proposal because it is based

18 on a future debt restructuring and infusion of equity. However, RUCO states that if the Commission

19 agrees with Staffs recommendation to remove the $3 million Phoenix Interconnection Agreement

20 from rate base, and treat it instead as zero-cost capital, that a hypothetical capital structure would not

21 be appropriate, and RUCO would then support Staffs recommended capital structure. (Bah. R-11 at

22  7 . )

Staff recommends a capital structure of 38.5 percent equity and 61.5 percent debt, which

25 includes outstanding long-term and short-term debt as of June 30, 2007. (Surrebuttal Testimony of

The Phoenix Interconnection Agreement is the subject of testimony in the Company's pending Anthem rate case
Docket No. WS-01303A-05.0403

Decision No. 68310 ordered the Company to tile an equity plan "that describes how the Company expects to attain and
maintain a capital structure (equity, long-term debt, and shop-term debt) with equity representing between 40 and 60
percent of total capital." (Decision No. 68310 at 15.)

DECISION no. 70209
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I Staff Witness Pedro M. Chaves, Exh. S-13 at 7, Table 1, Exh. S-97, Sched. PMC-9.) Staffs

2 l recommendation includes the Company's expected 2007 equity incision of $15 million. (Exh. S-12

3 I at 7, Table 4, iN 2.) Staff argues against exclusion of the Company's short-term debt from the capital

4 structure, because Staff believes doing so would indirectly and inappropriately place the burden of

5 I achieving the targeted 40 percent equity ratio on ratepayers, via a higher return. (Exh. S-13 at 3.) In

6 response to the Company's argument that short-term debt fluctuates as worldng capital needs change

7 1 Staff states that working capital is not the only potential use of short-tenn debt, which is only one

8 lcornponent of the Company's capital pool. (Surrebuttal Testimony of Staff witness Pedro Chaves

9 IExh. S-13 at 4-5.) Staff argues that dollars Nom individual capital sources that comprise the

10 Company's capital pool cannot be attached to specific uses, (Id.), points out that sample schedules in

l l the Commission's rate case rules, (A.A.C. R14-2-103, Schedule D-2), show short-temi debt as a

12 \component of the cost of capital, and that Decision No. 68310 contemplated that the Company's

13 capital structure would include short-term debt, (Exh. S-13 at 5, citing Decision No. 68310 at 15)

Staff states that for purposes of this proceeding, Staff is recommending a financial risk

15 \adjustment to recognize the additional risk represented by the Company's additional leverage

16 compared with the sample companies Staff used to estimate cost of equity, and that the adjustment

17 already increases the Company's revenue requirement to provide additional income to grow equity

18 l(Exh. S-12 at 37.) Staff believes that adopting the Company's proposed capital structure, in addition

19 ito the financial risk adjustment, would result in ratepayers compensating the Company for a relatively

20 Iweadc financial position by paying inflated rates based on a hypothetical capital structure that depicts

21 Ia more financially sound service provider than actually exists, (Id.), and would in effect compensate

22 shareholders for a non~exisNng equity investment, (Staff Reply Br. at 10)..Staff therefore has

23 provided an alternative cost of equity recommendation in the event that a hypothetical capital

24 structure is adopted. (Staff Br. at21 .)

25 d Analysis and Conclusion

26 Staffs recommended capital structure provides the most accurate representation of the

27 \districts' actual capital structure. Decision No. 68310 contemplated that the Company's capital

28 structure would include short-term debt. Short-term debt is shown as a component of the cost of

21 DECISION no. 70209
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1 capital in the schedules required by A.A.C. R14-2-103. In the face of these facts, we are not

2 convinced by the Company's arguments for exclusion of short-term debt H'om the Company's capital

3 structure. For purposes of this proceeding, we adopt a capital structure for the Company of 38.5

4 percent equity and 61.5 percent debt

2 Cost of Debt5

6 RUCO's

7

8

9

10

11

Arizona-American proposes 5.45 percent as the cost of long-term debt.

recommended cost of debt is 5.37 percent. (Exp. R-11 at 10.) Stdf proposes a 5.5 percent average

cost of debt. (Exh.S-97, Sched. PMC-9.) Arizona-American argues that RUCO's calculation should

be rejected in favor of the Company and Staffs calculations, because they are based on more current

information, while RUCOused historic data. (Co. Br. at 29.) Staff's recommendationof 5.5 percent

cost of debt is based on the districts' actual cost of total debt and will be adopted for purposes of this

12 proceeding

13 Cost of Equity

14
The Sun City Wastewater Distn'ct and the Sun City West Wastewater District donut have

publicly traded stock, so their cost of equity must be estimated. The parties therefore used data from

selected sample groups of publicly traded companies in order to estimate the districts' cost of equity

Arizona-American

20

The Company estimated the cost of capital for the Sun City and Sun City West Wastewater

Districts, using two benchmark samples, one of regulated water utilities° and one of regulated natural

gas local distribution companies ("LDCs").7 (Direct Testimony *of Company witness Dr. Banta21

The regulated water utility companies the Company chose for its cost of equity analysis are American States Water
Company, California Water Service Group, Connecticut Water Service Inc., Middlesex Water Company, Aqua America
Inc., SJW Corporation, Southwest Water Company, and York Water Company. To select her water utility sample, Dr
Villadsen used both the Standard and the Small and Mid-Cap Editions of Value Line Investment Survey ("Value Line")
and Value Line - Plus Edition. (Exp. A-15 at 20.) Dr. Villadsen explained that she did not apply her normal selection
criteria to the water company sample because if she were to do so, she would be left with at most two companies, a
sample too small to provide reliable results. (Id.)

The natural gas LDCs the Company chose for its analysis are Cascade Natural Gas Corporation, Laclede Group, Inc
Northwest Natural Gas Company, Peoples Energy Corporation, South Jersey Industries, Inc., Southwest Gas Corporation
and WGL Holdings, Inc. Dr. Villadsen stated that in choosing the sample, she applied her normal selection criteria
including only companies in the Standard Edition of Value Line's universe of natural gas LDCs with necessary data
available, an investment bond rating, no recent mergers or acquisitions, no recent dividend cuts, at least 60 percent

22 DECISION no. 70209
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1 Villadsen, Exh. A~15 at 3.) Dr. Villadsen gave the results of the water sample the most weight, and

2 used the gas LDC sample as a check on the results Nom the water sample. (Id.) Dr. Villadsen

3 estimated the cost of equity for her chosen sample companies" using the discounted cash flow

4 ("DCF") methodology, and approaches to which she refers as risk-positioning methods, including the

5 capital asset pricing model ("CAPM")

The DCF model considered by Dr. Villadsen in reaching her cost of equity recommendation is

7 a variant of the multi-stage DCF method that uses the proxy companies' individual growth rates

8 during the first five years, converges to a perpetual growth rate in years six through ten, and then uses

9 the gross domestic product ("GDP") rate as the perpetual growth rate after year 10. (Exh. A-15 at

10 38.) Dr. Villadsen believes that over periods Mth widely varying rates of inflation, it is unlikely that

11 current growth rate expectations can be properly estimated by using average historical growth rates in

12 observable variables such as dividends per share ("DPS") or earnings per share ("EPS"); or by the

13 sustainable growth estimation method, which uses the average book rate of return times the &action

14 of earnings retained within the firm. (Id. at 38). Dr. Villadsem prefers instead to use earnings growth

15 rate forecasts from Institutional Brokers ' Estimate System (".BES") and Value Line. (Id. at 39.) She

16 disagrees with Staffs use of an average of historical DPS and EPS growth and forecasted DPS and

17 EPS growth, because she believes using historical data provides no additional information to that

18 captured in analyst forecasts, and application of the model requires that dividends and earnings grow

19 at the same rate at some point in the future. (Id. at 40.) While conceding that analyst forecasts have

20 been optimistic on average in the'past, (Id.), Dr. Villadsen states that the problem of over-optimism

21 has been "less acute" for regulated companies, and that use of a two-stage DCF model that substitutes

22 the forecast growth of GDP mitigates analyst optimism, (Id. at 41). Dr. Villadsen believes that due to

23 consol idation among privately held water uti l i t ies, the need for signif icant inf rastructure

24 improvements, the possibility of new safety and security requirements in the industry in the fixture

25 and differing regulatory requirements by state all create uncertainty, which means that it may be

revenues from regulated operations, and no other activity that could cause the estimationparameters to be biased. (Exp
A-15 at 21.)
Dr. Villadsen excluded Connecticut Water Services and SJW Corporation from her DCF analysis because they did not

have long-term growth forecasts fromInstitutional Brokers ' Estimate System. (Exp. A-15 at 44; Exp A-15, App. B at
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1

2

3

4

5

6

7

8

9

10

11

13

14

15

16

17

18

19

:Arne time before the water industry settles into a "stable equilibrium necessary for die reliable

application of the DCF model." (Id. at 43.) She views the DCF method as inherently less reliable

Han her risk positioning approach, but states that she submitted DCF evidence because it has been

vilely used in the past and because she uses the estimates to serve as a check on the values provided

Jy risk positioning methods. (Id. at 44.) Dr. Villadsen found that the results of her multi-stage DCF

node] are in line with the results from her risk positioning model, whereas her simple DCF model

Jrovides uniformly higher cost of equity estimates. (Exp. A-15 at 58.) The cost of equity estimates

Dr. Villadsen reached with her multi-stage DCF model range from 11.5 to 12 percent for the water

Jtility sample and from 12 to 13 percent for the gas LDC sample. (Id.) Dr. Villadsen views her DCF

estimates as confirmation that the natural gas LDC sample provides more stable results than the water

utility sample, and that her risk positioning results are reasonable. (Id.)

Dr. Villadsen explains that the risk positioning Method estimates the cost of equity as the sum

of a current interest rate and a risk premium, and that the most widely used version of the "formal

risk positioning models is the CAPM.9 (Exp. A-15 at 28.) In addition to the CAPM, Dr. Villadsen

relied on a variety of the CAPM, to which she refers as the empirical capital asset pricing model

("EcApm"). '° (Id. at 33.) According to Dr. Villadsen, the ECAPM is based on the empirical finding

that risk premiums are related to beta, but are not as sensitive to beta" as the CAPM predicts. (Id.)

Dr. Villadsen asserts that the ECAPM corrects predictions of the CAPM, which she believes

underestimates the cost of capital for low beta stocks and overestimates the cost of capital for high

21

22

23

24

26

9 The equation for the CAPM is
k = TF + p X MRP

where k is the cost of capital; fr is the risk-free interest rate; MRP is the market risk premium, .i.e the excess of the
expected return on the average common stock over the risk-iree interest rate; and B is the measure of relative risk. (Exh
A-l5 at 29.)

The equation for the ECAPM is
k = f'1:+ d + p xMRP

where cl is the "empirical adjustment factor." (Exp. A-15 at 34.) Dr. Villadsen used baseline values of 2 percent for the
short-term risk-free rate and 0.5 percent for the long-term risk-&ee rate. (Id.)

Beta is a measure of the systematic risk of a stock - the extent to which a stock's value fluctuates more or less than
average when the market fluctuates. (Exh. A-15 at 32.) Beta is a measure of the risks that cannot be eliminated by
diversification, (Id.), and reflects both the business risk and financial risk of an entity, (Direct Testimony of Staff Witness
Pedro M. Chaves, Exh. S-12 at 12). Since the market's beta is 1.0, a security with a beta higher than 1.0 is riskier than the
market and a security with a beta lower than 1.0 is less risky than the market. (Exp. A-15 at 30.) Dr. Villadsen uses the
betas reported by Value Line, (Exh.A-15 at 33), but reverses the adjustment that Value Line makes to estimated betas, to
obtain "unadjusted" betas, (Exh. A-l5 at 48)

DECISION no 70209



DOCKET no. WS-01303A-06-0491

1

2

3

4

beta stocks. (Id. at 34.) Dr, Villadsen notes that there is currently little Consensus on the best practice

for estimating the market risk premium ("MRP") used in the CAPM and the ECAPM, (Id. at 30-31)

but concludes that S&P 500 stocks of average risk today command a premium of 8.0 percent over the

short-term risk-free rate and 6.5 percent over the long-term government rate, (Id.)

Dr. Villadsen states that based on her analysis, the risk-positioning model provides cost of

6 equity estimates in the range of 11.25 to 12.75 percent with a midpoint between 11.75 and 12 percent

7 for the natural gas LDC sample, while the water utility sample estimates were higher, with a midpoint

8 at about 12.5 percent. (Exh. A-15 at 54.) Dr. Villadsen concludes that the best point estimate is in

9 the range of 11.75 to 12 percent, which is consistent with Ber multi-stage DCF cost of equity

10 estimates for the water utility sample and a bit below the comparable cost of equity estimates for the

11 natural gas LDC sample. (Exh. A-15 at 61.) Dr. Villadscn believes that the cost of equity estimates

12 of the sample companies at their actual market-value capital structures is not necessarily reflected in

13 the regulatory capital structure proposed in the application. (Exh. A-15 at l5.). She therefore utilizes

14 an "after-tax weighted-average cost of capital" ("ATWACC") calculation, using market value capital

15 structures, in her DCF, CAPM and ECAPM analyses for the proxy groups to reach her estimated cost

16 of equity for the districts based on a hypothetical capital structure of 40 percent equity and 60 percent

17 debt, (Id. at 49)

18 The Company disagrees wide both Staffs and RUCO's risk adjustment methodology, (Co. Br

19 at 31, 35), and argues that the methodology used by the Commission to estimate equity returns has

20 resulted in overcompensation of investors in low-leverage utilities and undercompensation of

21 investors in high-leverage utilities, (Co. Br. at 32). The Company further argues that because interest

22 on debt is tax deductible, the actual cost to customers of its low-cost debt is 3.32 percent, (Id.)

23 Based on the results of her cost of capital estimation procedures, which she states are

24 confirmed by recent Arizona decisions on water utilities' cost of equity, the Company's witness, Dr

25 Villadsen, concludes that an 11.75 percent return on equity for the Company is reasonable at 40

26 percent equity. (Exh. A-15 at 65.) The Company proposes an overall Cost of capital for the districts

27 as follows

28
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Percentage Cost Weighted

Long~term Debt
Common Equity m,

5.45%
11.75%

3.19%
4.86%

Weighted Average
Cost of Capital 8.06%

2

RUCO's witness performed a DCF analysis and a CAPM analysis using a proxy group of

water utilities and natural gas LDCs. RUCO's proxy group of water uti l i ty companies includes

American States Water Company, Aqua America, Inc., Cadifomia Water Service Group, and

Southwest Water Company. (Direct Testimony of RUCO witness William A. Rigsby, Exh. R-12 at

21.) RUCO's witness states that these proxy companies face the same types of~risk that Arizona

American faces. (Id.) RUCO excluded from its water company proxy group two additional

compares that Dr. Villadsen used in her DCF analysis, Middlesex Water Company and York Water

Company, and excluded two other companies that she used in her CAPM and ECAPM analyses

Connecticut Water Service, Inc., and SJW Corp., because Value Line does not provide long-term

estimates on return on common equity and share growth for those companies. (Id. at 22.) RUCO's

natural gas LDC proxy group consists of AGL Resources, Inc., At nos Energy Corp., Laclede Group

Inc., New Jersey Resources Corporation, Nicor, Inc., Northwest Natural Gas Co., Piedmont Natural

Gas Company, South Jersey Industries, Inc., Southwest Gas Corporation, and WGL Holdings, Inc

(Id. at 23.) RUCO's natural gas LDC sample is larger than Dr. Villadsen's and includes five of the

seven LDCs she included in her proxy group. (Id.) RUCO excluded two of the companies Dr

Villadsen used, Cascade Natural Gas Corporation and Peoples Energy Corporation, due to acquisition

and merger activity involving those companies. (Id )

RUCO's recommended cost of equity is the average of its DCF and CAPM analyses, plus an

additional 50 basis points. (Id. at 36.) hi assessing cost of equity, RUCO compared the capital

structures of the water utilities in its proxy group to the capital structure of the Company, and found

that the water utilities RUCO used in its proxy on the whole had a lower level of financial risk than

the Company because of their overall lower levels of debt. (Exp. R-12 at 55-56). To account for the
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2

3

4

discrepancy in perceived risk between the Company and RUCO's proxy, RUCO made a 50 basis

» hint upward adjustment to its recommended cost of equity. (Id. at 56.) RUCO made this upward

adjustment in addition proposing a hypothetical capital structure, which contains more equity than the

`ompany's actual capital structure. (Id.)

RUCO recommends that the Commission adopt its recommended cost of equity of 10.03

6 » percent and weighted average cost of capital of 7.23 percent, as follows

Percentage Cost Weighted

Long-term Debt
Common Equity

60.0%
% 10.03%

3.22%
4.01%

Weighted Average
Cost of Capital 7.23%

Staff

In its cost of equity analysis, Staff used the same group of water companies as the Company's

witness. with the exclusion of Southwest Water Company and York Water Company. (Direct

Festimony of Staff witness Pedro M. Chaves, Exh. S-12 at 14.) Staff chose those six publicly traded

water companies because they derive most of their earnings from regulated operations, and they are

:urgently analyzed by both the Standard and the Small and Mid-Cap Editions of Value Line. ( Id.) In

reaching its cost of equity estimate, Staff used two versions of the DCF model; a constant growth

DCF model," and a multi-stage, or non-constant growthDCF model. (Id. at 15-16.) Staff also used

theCAPM. with a historical MRP and a current MRP. (Id. at 28-32.)

To calculate the dividend yield component of the DCF formula, Staff used a spot stock price

instead of a historical average of stock prices, because Staff believes a historical average is stale and

representative of underlying conditions that may have changed, and it illogically discounts the most

The constant-growth DCF formula Staff used in its analysis is

where: K
D

the cost of equity
the expected annualdividend (Value Line Summary & Index 4-27-07)
the current stock price (the spot stock price after the close of the market May ll, 2007, as
reported by MSN Mon ey.)
the expected infinite annual growth rate of dividends

27
70209

DECISION NO



a l I I I l I

DOCKET no. WS-01303A-06-0491

1

2

3

4

5

6

7

8

9

10

11

12

13

recent information in favor of less recent information. (Id. at 17). The dividend growth component

Staff used in its constant-growth DCF model is the average of six different estimation methods

including both historical and projected growth estimates onDPS, EPS, and sustainable growth bases

(Id at 17.) Staff believes that EPS growth is an appropriate consideration for estimating expected

dividend growth because dividends are dependent on earnings, and dividend distribution in excess of

earnings leads to capital contraction, which is not sustainable in the long Mn, and is inconsistent with

the constant-growth DCF model. (Id.) Staff excluded the negative results Horn the calculation of

average growth in EPS for two of the sample companies because negative growth is inconsistent with

the DCF model. (Id. at 18, 61 8.) In response to Company witNess Dr. Villadsen's criticism of

Staffs use of historical DPS and EPS growth to calculate dividend growth, Staff responds that if

historical DPS and EPS growth, (the two lowest growth components), were to be excluded 'from the

calculation, it would also be appropriate to exclude projected earnings and sustainable growth, (the

two highest growth components), in order to maintain a balanced outcome. (Exh. S-13 at 8-9.)

Staff's constant-growth DCF estimate of the cost of equity to the sample water utilities is 8.4

15 percent, and its multi-stage DCF estimate is 9.5 percent. (Surrebuttal Testimony of Staff witness

16 Pedro M. Chaves. Exh. S-13, Surrebuttal Schedule PCM-2.) Staff averaged the two DCF estimates to

17 reach its overall DCF estimate of 9.0 percent. (Id.)

18 In its historical MRP CAPM analysis, Staff used an estimated risk-free rate of 5.0 percent

19 (Id.) For its current MRP CAPM method, Staff used the spot rate on 30-year U.S. Treasury notes

20 ( Id ) Staffs estimated beta for die districts is 0.84. (Id.) Staff calculated a historical MRP of 7.6

21 percent, and a current MRP of 5.2 percent. (Id.) Staffs overall CAPM estimate is 10.5 percent

22 which is an average of the historical MRP CAPM (11.4 percent) and the current MRP CAPM (9.6

23 percent). (Id.)

24 Staffs average estimate of the cost of equity to the sample water utilities is 9.6 percent

25 reached by averaging Staffs DCF estimate of 9.0 percent with its CAPM estimate of 10.5 percent

26 (Id.) Mr. Chaves states that financial risk increases as an entity includes a greater proportion of fixed

27 obligation financing in its capital structure, i.e., as i t becomes more leveraged. (Exp. S-12 at 12.) Mr

28 Craves states that due to the districts' capital structure, their shareholders bear more financial risk

70209
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I Ethan the shareholders of the sample companies. (Id. at 13.) Mr. Chaves states that Staff quantified

2 the ef fect of  the dif ference in f inancial risk due to the districts' capital structure, using the

3 methodology developed by Professor Robert Hamada of  the University of  Chicago, which

4 'incorporates capital structure theory with the CAPM. (Id. at 35.) Using that methodology, Staff

5 calculated a financial risk adjustment of positive 80 basis points, which, when added to Staffs cost of

6 equity estimate for the sample companies, results in Staffs recommended cost of equity of 10.6

7 percent. (Exh. S-13 at 2.) Staff originally calculated a 70 basis point Hamada adjustment, but

8 subsequently increased the adjustment to 80 basis points to account for the fact that a rational

9 Investor, when seeing the $8.56 million associated with the Tolleson Agreement on the CoMpany's

10 balance sheet, would consider it additional risk. (Staff Reply Br. at 9, ll.)

l l Staff states that the Company's ATWCC methodology, using market-value capital structures

12 tin order to determine rates of return, has not been extensively used or reviewed in the regulatory

13 environment, is inconsistent with the practice known to investors that regulators authorize returns on

14 the book value of property devoted to public service, and has been rejected by this Commission in

15 prior proceedings. (Staff Br. at 25, Staff Reply Br. at l l .) Staff argues that authorization of returns

16 on equity to match a market value, when the market value differs from book value, only serves to

17 'maintain stock prices, which is not the mandate of the Commission. (Exh. S-13 at 8.)

Staff recommends adoption of its 10.6 percent. cost of equity estimate, for a 7.5 percent

in weighted average cost of capital, as follows

20 Percentage Cost Weighted

Long-term Debt
Common Equity

61.5%
38.5%

5.5%
10.6%

3.4%

Weighted Average
Cost of Capital 7.5%

24
4 Discussion

26
The Company states that Finding the correct growth rate or rates is the "hard part" of a DCF

application (Exp. A~15 at 38), and Staff states that the growth factor is the most controversial aspect

of a DCF analysis. (Exh. S-13 at 8,) Dr. Villadsen is critical of Mr. Chaves' use of historical EPS and
28
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1 1 DPS inputs in its estimation of growth rates. She believes that historical data are incorporated in

2 analysts' forecasts, and that to implement a truly forward looking DCF model, only forward-looldng

3 l growth rates should be included. (Exh. A-16 at 29.) However, she also states that no publicly

4 available analysts' forecasts provide information beyond at most f ive years, and consequently

5 1 assumptions have to be made regarding the growth rate of companies beyond that horizon. (Id. at

6 I 23.) Dr. Villadsen chose, for her multi-stage DCF model, a perpetual growth rate based on forecasted

7 1 GDP. (Exh. A-15 at 38.) Dr. Villadsen believes the use of forecasted GDP mitigates analysts

8 l growth forecasts, which she admits have been optimistic on average in the past. (Exh. A-15 at 40-41 .)

9 Staff chose, for its constant-growth DCF model, a methodology that gives equal weight to historical

10 land projected DPS, EPS, and sustainable growth. (Exh. S-12 at 17.) Alter considering the parties

ll IDC methodologies, we find Staff's method of choosing DCF growth rate inputs to be more balanced

12 1 than the Company's, and more likely than the Company's to dispel the effects of the optimism known

13 Ito be present in analysts' forecasts

14 The Company argues that its ATWCC methodology provides a superior means to account for

15 1 the Company's financial risk than Me risk adjustment methodology employed by staff and RUCO

16 owe disagree, and f ind that it would overcompensate the Company for f inancial risk. Staff

17 1 appropriately addressed the Company's financial risk by the generally accepted regulatory means of

18 \ adding basis points to the results of its cost of equity analysis

For the reasons discussed herein, we find that adoption of Staff's recommendation for a 10.6

20 percent cost of equity capital is reasonable and should be adopted in this proceeding. Staff's

21 l recommendation is based on well-established and widely accepted methodologies for the estimation

22 lot cost of equity capital. Based on the record of this proceeding, adoption of Staff's cost of equity

23 I capital recommendation results in a just and reasonable return for Arizona-American

70209
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Cost of Capital Summary

Percentage Cost Weighted

5.5%Long-term Debt
Common Equity

m,
38.5% 4.1%

Weighted Average
Cost of Capital

rId_ AUTHORIZED INCREASE

Based on our findings herein, we determine that Arizona-American's Sun City Wastewater

8 )strict's gross revenue should increase by $1,348,830, and Arizona- American's Sun City West

9 Vastewater District's gross revenue should increase by $1,067,148

10 Sun City Wastewater

12

14

Fair Value Rate Base
Adjusted Operating Income
Required Rate of Return
Required Operating Income
Operating Income Deficiency
Gross Revenue Conversion Factor
Gross Revenue Increase

$12,349,585

108.358
7.5%

926.219
817.861

1.6492
$ 1,348,830

Sun City West Wastewater

Fair Value Rate Base
Adjusted Operating Income
Required Rate of Return
Required Operating kicome
Operating Income Deficiency
Gross ReveNue Conversion Factor
Gross Revenue Increase

$16,331,876
580.908

7.5%
224.891
643.982

1.6571
s 1,067,148

16

17

18

19

20

21 lx.

22

RATE DESIGN

Decision No. 67093 (June 30, 2004) ordered as follows

24

26

IT IS FURTHER ORDERED that the next rate case filings for the Sun City West, Sun
City and Anthem/Agua Fria wastewater Districts shall include a rate design proposal
that presents information on 1) whether wastewater rates based on water consumption
encourage water conservation, 2) whether higher bills for those who use the system
more is a fairer way to collect revenue, and 3) what tiered wastewater rates based on
water consumption would look like compared to a flat rate design

21
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,957 customers in and around Carefree,

BMSC's current rates and charges were authorized in Decision No. 59944 (December 26,

currently provides wastewater service to approxnnate y

5 Arizona, 1,836 of which are residential customers and 121 are commercial (Ex. A-4, at 3).
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DECISION no. 69164

i IN THE MATTER OF THE APPLICATION OF
7 3 BLACK MOUNTAIN SEWER CORPORATION,

AN ARIZONA CORPORATION, FOR A
8 8 DE1"t8R1vnnAT1on OF THE FAIR VALUE OF ITS

i UTILITY PLANT AND PROPERTY AND FOR
9 ! INCREASES IN ITS RATES AND CHARGES FOR

UTILITY SERVICE BASED THEREON. OPINION AND ORDER

DATE OF HEARING:

PLACE OF HEARING:

ADMINISTRATIVE LAW JUDGE:

June 7, 8, 9, and 20, 2006

Phoenix, Arizona

Dwight D. Nodes

APPEARANCES : Jay Shapiro, FENNEMORE CRAIG, P.C., on
behalf of Black Mountain Sewer Corporation;

Daniel Pozefsky, on behalf of the Residential
Utility Consumer Office;

David W. Garbarino, MOI-IR, HACKETTT,
PEDERSON, BLAKLEY & RANDOLPH, P.C.,
on behalf of Intervenor Town of Carefree;

Robert Williams, on behalf of Intervenor
BouldersHomeowners Association; and

Keith Layton, Stair Attorney,Legal Division, on
behalf of the Utilities Division of the Arizona
Corporation Commission.

BY THE COMMISSION:

On September 16, 2005, Black Mountain Sewer Corporation ("BMSC" or "Company") filed

an applicationwiththe A1izona Corporation Eonrnmission ("Commission''~)~for a~rate increase. BMSC
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1 1996) for Boulders Carefree Sewer Corporation ("Boulders Careful° ee"). In 2001, the common stock

2 of Boulders Carefree was acquired by Algonquin Water Resources of America ("AWRA"), which is

3 a wholly owned subsidiary of Algonquin Power Income Fund ("APIF"). APIF owns energy, water

4 and wastewater, and related assets of approximately $800 million in the United States and Canada

5 In Arizona, APIF owns seven water and wastewater companies serving approximately 50,000

6 customers'. APIF also owns 10 other water and wastewater utilities in Texas, Illinois, and Missouri

7 (Ex. A-4, at 3, Ex. A-5, at 2-3)

On September 26, 2005, the Residential Uti l i ty Consumer Off ice ("RUCO") f i led an

9 Application to Intervene, which was granted by Procedural Order issued October 7, 2005

10 On October 14, 2005, the Commission's Utilities Division ("Stalfi") filed a Deficiency Letter

11 stating that the application did not meet the sufficiency requirements set forth in A.A.C. R14-2-103

12 because the Company had failed to include a cost of serv ice study with its application. The

13 Deficiency Letter also stated that Staff would not require a cost of service study if BMSC provided

14 the information attached to the Letter

15 On October 28, 2005, a Procedural Order was issued addressing an agreement between the

16 Company and Staff whereby the application would be deemed sufficient, subject to the condition that

17 the information requested by StaiN" must be submitted within 60 days of a Procedural Order approving

18 the Stipulation, and failure to submit the required information would result in suspension of the

19 applicable time clock. The Procedural Order declined to approve the Stipulation between BMSC and

20 Staff, on the basis that such approval would require an advance determination of the Commission's

21 time clock rule in the absence of a factual justification being presented

22 On November l, 2005, Staff issued a Letter of Suliiciency and classified BMSC as a Class B

23 ut i l i t y

24 On November 2, 2005, a Procedural Order was issued setting a hearing to commence on June

25 7, 2006, directing the Company to publish and mail notice of the hearing, and establishing other

26 procedural deadlines

27 In addition to BMSC, AWRA also controls in Arizona Bella Vista Water Company, Litchfield Park Service Company
and Gold Canyon Sewer Company (Ex. S-13). AWRA added Norther Sunrise Water Company and Southern Sunrise
Water Company after the close of the hearing (Decision No. 68826 - June 29, 2006)

DECISION no. 69164
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On December 30, 2005, BMSC f i led a "simplif ied cost of service study" as requested by

8

9 intervene

10 On February 21, 2006, M. M. Schirtzinger f i led a letter requesting intervention as an

11 ! individual customer of BMSC

12 On March 8, 2006, a Procedural Order was issued granting intervention to the Boulders HOA

13 Carefree, and M. M. Schirtzinger

With its application, BMSC f i led the Direct Testimony of Michael Weber and Thomas

On January 24, 2006, BMSC filed a Certification of Publication and Proof of Mailing

4 attesting to compliance with the notice requirements set forth in the November 2, 2005 Procedural

5 BOrder

6 On February 14, 2006, Robert Williams tiled a letter requesting 'intervention on behalf of the

7 E Boulders Homeowners Association ("Boulders HOA" or "HOA")

On February 16, 2006, the Town of Carefree ("Town" or "Carefree") filed an Application to

14

15 §Bourassa

On March 9, 2006, Staff Bled the Direct Testimony of Crystal Brown, Marlin Scott, Jr., and

17 'Pedro Chaves; RUCO filed the Direct Testimony of William Rigsby and Marylee Diaz Cortez; and

18 3 Careii'ee filed Af5davits of Stan Francom, Jonathon Pearson, and Jason Bethke, as well as several

19 attachments

20 On April 6, 2006, BMSC filed the Rebuttal Testimony of Michael Weber, Joel Wade, and

21 Thomas Bourassa

22 On May 4, 2006, Stair tiled die Surrebuttal Testimony of Marlin Scott, Jr., and Pedro Chaves

23 §RUCO Hled the Surrebuttad Testimony of William Rigsby and Marylee Diaz Cortez; and Carefree

24 filed the Surrebuttad Testimony of Stan Francom and Jonathon Pearson

25 On May 5, 2006, Staff filed the Surrebuttad Testimony of Crystal Brown

Z6

27
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testimony

A prehearing conference was conducted on June 5,  2006

The hear ing commenced on June 7,  2006,  and addi t ional  hear ing days were held on June 8,  9

4  a n d  2 0 .  2 0 0 6

5 On June 15,  2006, S t a f f f i led updated Surrebut tal  Schedules

6 O n '  J u l y  2 6 ,  2 0 0 6 ,  S t a f f  H l e d  P o s t - H e a r i n g  R e c o m m e n d a t i o n s  b a s e d  o n  d o c u m e n t a t i o n

7  p r o v i d e d  b y  t h e  C o m p a n y  o n  J u n e  2 2 ,  2 0 0 6 .  T h e  a d j u s t m e n t s  t o  S t a f f ' s  r e c o m m e n d a t i o n s  w e r e

8  p r e s e n t e d  t o  r e f l e c t  S t a f f  w i t n e s s  C r y s t a l  B r o w n ' s  t e s t i m o n y  d u r i n g  d i e  h e a r i n g  t h a t  S t a f f  w o u l d

9  rev i ew  i t s  pos i t i on  on  seve ra l  i t em s  i f  t he  C om pany  cou l d  suppo r t  i t s  pos i t i on  w i t h  docum en t a t i on

10  The  ad j us t m ent s  recom m ended  by  S t a f f  a re  re f l ec t ed  i n  S t a f f s  f i na l  schedu l es  a t t ached  t o  i t s  Pos t

1 1 Hear i ng  B r i e f .

1 2 M u d  P o s t - H e a r i n g  B r i e f s  w e r e  t i l e d  o n  A u g u s t  1 8 ,  2 0 0 6  b y  t h e  B o u l d e r s  H O A ,  a n d  o n

13 August  21,  2006 by BMSC,  S ta f f ,  RUCO,  and Caref ree

1 4 R e p l y  B r i e f s  w e re  f i l e d  o n  S e p t e m b e r  5 ,  2 0 0 6  b y  B M S C ,  S t a f f ;  R U C O ,  C a re f re e ,  a n d  t h e

1 5  B o u l d e r s  H O A

1 6

1

2

Rate  Appl i cat i on

Accord i ng  t o  t he  Com pany ' s  app l i ca t i on ,  as  m od i f i ed ,  i n  t he  t es t  year  ended  Decem ber  31

1 8  2 0 0 4  B M S C  h a d  a d j u s t e d  o p e r a t i n g  i n c o m e  o f  $ 1 1 , 5 9 5  o n  a n  a d j u s t e d  F a i r  V a l u e  R a t e  B a s e

1 9 ( "FVR B" )  and  O r i g i na l  C O s t  R a t e  Base  ( "O C R B" )  o f  s1 , 568 , 502 ,  f o r  a  0 . 74  pe rcen t  ra t e  o f  re t u rn

20 Pursuant  to  i t s  f i na l  schedules,  BMSC requests a gross revenue increase of  $256,063 (21.54 percent )

2 1 Staf f  recommends a gross revenue increase of  $250,195 (20 . 76 pe rcen t ) ,  and  R U C O recommends an

22  i nc rease  o f  $5 , 470  (0 . 45  pe rcen t ) .  A  sum m ary  o f  t he  pa r t i es '  F i na l  revenue  requ i rem en t  pos i t i ons

23 f o l l ow s

2 4

26
Docket Control records do not reflect that an Affidavit was tiled on May 31, 2006, and M. M. Schirtzinger did not

appear at the hearing. Mr. Williams, appearing on behalf of intervenor Boulders HOA, did not submit pre-Hled testimony
but was given the opportunity to present a statement in the public comment portion of the hearing (Tr. 30~44). Mr
Williams also posed cross-examination questions to various witnesses during the hearing
Interveners Carree and the Boulders HOA raised only non-revenue requirement issues (i.e., odor problems) which are

discussed below
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COlTND8.I1V Proposed Staff Proposed RUCO Proposed

2 $1,550,710

9.60%
148.868

$1,372,834

9,45%
129.733
125.7304

5

6

FVRB/OCRB
Adjusted Rate Base

Rate of Return
Req'd Operating Inc
Op. Income Available
Operating Inc. Def
Rev.Conver. Factor
Gross Rev. Increase

$1 568.502

11.00%
172.535

11
160.940

1.5911
256.063

144.049
1.73688 1.3663

REVENUE REQUIREMENT

Rate Base Issues

9 As indicated above, BMSC proposes an OCRB of $1,568,502; Staff proposes an OCRB of

10 $1,550,710; and RUCO proposes an OCRB of $1,372,834. Each of the disputed issues regarding rate

base items is discussed below

12 Accumulated Deferred Income Taxes

Accumulated deferred income taxes ("ADIT") reflect the timing difference between when

14 income taxes are calculated for ratemaking purposes and the actual federal and state income taxes

paid by the Company. The timing dif ference is primari ly due to the fact that straight l ine

16 depreciation is used for ratemaking purposes, whereas accelerated depreciation is used for income tax

17 reporting purposes (Ex. S-9, at 19). According to Staff witness Crystal Brown, the Statement of

18 Financial  Accounting Standards ("SFAS") No. 109, Accounting for Income Taxes, requires

19 companies to use deferred tax accounting to recognize income tax timing differences

20 Ms. Brown stated that al though BMSC did not ini t ial ly ref lect an ADIT l iabi l i ty in i ts

application, in response to a RUCO data request the Company stated that it had a deferred income tax

22 credit (liability) of $360,000. However, BMSC's response also indicated that it had a deferred tax

asset of $524,000 resulting Nom the Company's advances in aid of construction ("A1AC") account

24 According to Stall the net difference betweeathe $360,000 deferred 399lial i1itY and the $524,000

1"-4+-ngnm I-nvnnna +A *LQ f`Avv\vuxn\1'n4- -1~'Q'1(A non

26
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1 ADIT asset and RUCO instead recommends an ADIT liability of $161,250 (reduction to rate base)

2 RUCO's recommendation is based on BMSC's parent company's (APIF's) 2004 Annual Report,

3 which reflects a net tax liability. RUCO developed its proposal in Mis case by allocating BMSC's

4 portion of the tax liability based on the ratio of the price paid by APIF for BMSC's stock compared to

5 APIS's total assets (RUCO Ex. 12, at 4-7, Tr. 417-418). Ms. Diaz Cortez stated that utility

6 companies "almost unfailingly create net deferred tax liabilities" (RUCO Ex. 12, at 4)

Whether other utilities normally report net deferred tax liabilities is not a controlling factor in

8 determining whether BMSC should have a net asset or liability 'm this case. BMSC's ultimate parent

9 APIF, controls myriad companies (see, e,g. Ex. S-13) and the fact that its Annual Report reflects a net

10 deferred tax liability is not necessarily indicative of whether its individual subsidiaries have a net

l l liability or asset on their respective books. As Mr. Bourassa explained, "[w]hen a significant amount

12 of plant has been financed by CIAC [contributions in aid of construction] and AIAC, or when there

13 are net operating losses, DIT assets are common" (Ex. A-2, at 4). We agree with the Company and

14 Staff that BMSC properly included $164,000 as a net deferred income tax asset for purposes of

15 setting rates in this case

16 Cash Working Capital

17 Cash working capital represents the amount of cash a company must have on hand to pay its

18 bills when they are due (Tr. 386). All parties agree that using a lead/lag study, which measures the

19 timing of funds received compared to expenses paid, is the most accurate method of determining cash

20 working capital

21 In this case, BMSC did not conduct a lead/lag study. In its application, BMSC calculated a

22 positive cash working capital requirement of $l30,508, based on the "formula method." The formula

23 method calculates cash working capital based on one-eighth of the Company's operating expenses

24 less depreciation, taxes, purchased water, and purchased pumping power expense, plus one twenty

25 fourth of purchased water and purchased pumping power expense (Ex. S-9, at 23)

26 In her direct testimony, Staff witness Crystal Brown stated that use of the formula method is

27 not appropriate for BMSC and is, in general, appropriate only for Class D and E utilities that do not

28 have the resources to conduct a lead/lag study (Id). Ms. Brown indicated that, "[h]ad a lead-lag
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l study been conducted, it might have shown that Cash Worldng Capital is a negative component of

2 rate base" (Id. at 24). Therefore, Staff recommended removal of BMSC's proposed working capital

3 requirement, in effect resulting in a zero working capital requirement ( I d ) .  O n rebuttal, Company

4 witness Bourassa accepted Stalff' s zero working capital recommendation (Ex. A-2, at 11)

RUCO believes that BMSC has a negative cash working capital requirement because the

6 Company "receives its revenues prior to having to pay its expenses" (RUCO Ex. 12, at 8). According

7 i t o RUCO witness Diaz Cortez, unlike many util ities that bill after serv ice is rendered, BMSC

8 8 customers are required to pay for service in a given month prior to receiving an entire month of

9 service. Ms. Diaz Cortez testified that the formula method assumes that there exists an average lag of

10 !45 days for operating and maintenance ("O8cM") expenses, and an average lag of 15 days for

l l purchased power expenses. Ms. Diaz Cortez stated dirt RUCO performed a modified lead/lag study

12 ,in which a sampling of actual customer bills was reviewed showing the service period, bill date, and

13 payment due date (Id ). Based on this review, RUCO calculated an average revenue collection lead

14 ref 7.83 days (Tr. 382). RUCO also used the formula method's 45 lag days for O&M expenses and 15

15 ! lag days for purchased power expenses, which the Company was initially advocating in this case and

16 abased on its analysis proposes a negative cash working capital for BMSC of $87,253 (RUCO Ex. ll

17 lat 14)

18 We agree with RUCO's negative working capital proposal in this proceeding based on its

19 analysis which, while not as accurate as a full scale lead/lag study, provides a more accurate

20 8 representation of BMSC's actual cash working capital situation. Although BMSC argues in its brief

21 that "RUCO has not met its burden of proof ' on this issue (BMSC Reply Brief at 10), it is the

22 Company which has failed to sustain its burden of presenting evidence to support its zero worldng

23 I capital proposal as a more accurate reflection of BMSC's actual working capital requirement. BMSC

24 its critical of RUCO's acceptance of 45 O&M lag days and 15 purchased power lag days, yet its own

25 witness initially proposed using the formula method, which employs those very estimates (Tr. 126

26 127). We therefore adopt RUCO's proposal regarding the worldng capital issue

27 Scottsdale Treatment Capacitv

28 1 In order to serve its approximately 2,000 customers, BMSC currently operates one 120,000
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1 gallon per day ("god") wastewater treatment facility located near the Boulders Resort. The remainder

2 of the Company's wastewater flows are diverted into the City of Scottsdale's ("City" or "Scottsdale")

3 wastewater treatment system and ultimately delivered to the City of Phoenix Regional 91" Avenue

4 Wastewater Treatment Plant (Ex. A-4, at 3)

In order to divert wastewater flows into Scottsdale's system, BMSC's predecessor, Boulders

6 Carefree, entered into a 20-year Agreement with Scottsdale in 1996 that allows the Company to

7 deliver up to 1,000,000 god to the City (Ex. A-15). According to the Agreement, no "right, title or

8 interest in the other party's utility plant or facilities" is granted to either party (Id. at 2)

In the Company's prior rate case, both the Company and RUCO sought to have the amounts

10 paid under the contract treated as plant and included in rate base. However, in Decision No. 59944

l l (December 26, 1996), the Commission agreed with Staff and treated the debt service on the debt used

12 to fund the Scottsdale treatment capacity as an operating lease, that is included in operating expenses

13 as lease expense (Ex. A-2, at 22). Mr. Bourassa stated that the Commission's treatment of the

14 capacity as a lease expense has resulted in lower rates to customers and lower revenues to the

15 Company compared to a rate base treatment scenario (Id. at 25-27). Staff agrees with the Company

16 that the Scottsdale capacity should continue to be treated as a lease expense consistent with the

17 Commission's prior Order (Ex. S-9, at 32-33)

18 RUCO claims that the operating lease treatment of the Scottsdale capacity costs was a

19 "fallacy" in 1996, and is an even greater fallacy now because of BMSC's acquisition of Boulder

20 Carefree (RUCO Ex. ll, at 3-4). Ms. Diaz Cortez contends that because the original capacity was

21 purchased with a loan from Boulders Carefree's parent, and because BMSC's acquisition was

22 Financed with equity from AWRA, there is no basis for continuing to treat the capacity as an

23 operating lease because to do so would not provide a credit to ratepayers for capacity that is already

24 paid for (Id. at 7)

25 We disagree with RUCO's proposed treatment of the Scottsdale treatment capacity. As Mr

26 Bourassa points out, if rate base treatment of the Scottsdale capacity costs had been approved in the

27 Company's prior rate case, the revenue requirement would have included a return on and of the

28 capacity costs, thereby resulting in significantly higher rates in the interim period since the last case
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DOCKET NO. SW-02361A--5-0657

Commission Approved

1  i n this case, RUCO's proposal to accord rate base treatment to the capacity rights would result in a

2 reduction to the Company's revenue requirement because the original cost of the Scottsdale capacity

3 ahas been amortized. To switch ratemaldng treatment after more than a decade, would be arbitrary

4 1 and inherently unfair to the Company. We dierefore reject RUCO's position on thls issue

Gross-Up Factor for Income Taxes

With respect to the income tax effect for the Scottsdale capacity operating lease, the Company

7 proposed to include $27,801 in operating expenses as a gross-up for income taxes. Under the

8 Company's proposal, income taxes would be included on the principal amount of loan payments for

9 the Scottsdale treatment capacity agreement (Ex. S-9, at 32)

10 Staiff recommended a treatment that does not require a gross-up factor and which Stalff

11 Ebelieves is a simpler and cleaner method. Under State's proposal, the loan payments would not be

12 included in the ratemaking calculation of taxable income, which would result in a higher taxable

13 income and an offsetting, higher income tax expense to be included in rates (Id.). Staff argues that

14 Ethe Company's method would understate income tax expense, and adoption of Staff s

15 i recommendation would result in a more realistic level of income taxes expense for ratemaking

16 purposes (Id. at 33)

17 The Company did not brief this issue and we assume that it therefore accepts Staff's proposed

18 treatment of this issue. We will adopt Staffs recommendation.

19 3Summary of Rate Base Adjustments

20 Based on the foregoing discussion, we adopt an adjusted OCRB and FVRB of $1,472,969 for

21 1 BMSC in this proceeding

22

23 !Plant in Service
Less: Accumulated Depreciation
Net Planting Service

25 !Deductions

26

27

28

$8,630,686
4.331 .129
4.299.557
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164.000

Additions
2 Prepayments

Worldng Capita]
Total OCRB3

(87253)
472.969

4 Operating Income Issues

In the test year, the Company's adjusted operating revenues were $1,205,452. In its final

5 schedules, BMSC reported adjusted test year operating expenses of $1,22l,973, and test year net

7 operating income of negative $14,233. As set forth in its final schedules, Stalff's proposed adjusted

g test yea operating expenses are $1,200,633, resulting in test year operating income of $4,819

9 RUCO's schedules show proposed adjusted test year total operating expenses of $1,083,477, yielding

10 test year operating income of $129,733. The disputed expense adjustments are discussed below

11 Property Tax Expense

12 The Arizona Department of Revenue ("ADOR") determines the value of utility property for

13 tax purposes using a formula that is based on the utility's historical revenues. BMSC and Staff

14 propose to follow a line of recent Commission decisions to use adjusted test year revenues in the

15 application of the ADOR formula in order to determine the allowable property tax expense in this

15 proceeding (See, e.g., Chaparral City Water Company, Decision No. 68176 (September 30, 2005)

17 Rio Rico Utilities Co., Decision No. 67279 (October 5, 2004); Arizona-American Water Company

18 Decision No. 67093 (June 30, 2004); Bella Wsta Water Company,Decision No. 65350 (November 1

19 2002); Arizona Water Company, Decision No. 64282 (December 28, 2001)). RUCO continues to

20 disagree with the Commission's use of adjusted test year revenues in the application of the ADOR

21 fionnula for estimating property tax expense for ratemaldng purposes, and argues as it has in a

22 number of prior cases that only historical revenues should be used (RUCO Ex. 13, at 13-17)

23 RUCO compared the results of its methodology, based on the Company's historical revenues

24 for the test year, and the two years prior, with the results of the Commission's methodology. RUCO

25 contends that since its methodology more accurately predicted the actual 2005 assessment, the

25 Commission should adopt its approach on this issue (Id at 15)

27 We once again disagree with RUCO's position. Consistent with numerous prior decisions, we

28 do not bel ieve RUCO's backward-looking methodology properly recognizes that,  barring
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1 extraordinary circumstances, any increase granted 'm this case will increase the Company's property

2 taxes. As we stated in the Chaparral City case cited above, "RUCO's calculation methodology

3 which uses only historical revenues, unfairly and unreasonably understates property tax expense, and

4 is therefore inappropriate for ratemaldng purposes" (Decision No. 68176, at 14). RUCO has not

5 demonstrated a basis for departure from our prior determinations on this issue and we will therefore

6 adopt the recommendations of the Company and Staff to follow Commission precedent and use

7 adjusted test year revenues in determining properly tax expense

8 Rate Case Expense

In its direct case, BMSC estimated rate case expense in the amount of $120,000, but indicated

10 that it would true-up costs as the case progressed (Ex. A-l, at 10-12). On rebuttal, Mr. Bourassa

l l adjusted the Company's esdrnated rate case expense upward, to $150,000, which would be amortized

12 over four years. Mr. Bourassa claimed that die additional rate case expense allowance is justified

13 because the Company has incurred additional expenses due to the intervention of Carefree and the

14 Boulders HOA, as well as more extensive discovery than expected by Staff and RUCO (Ex. A-2, at

15 31-32). BMSC attached to its Opening Brief an exhibit (Brief Exhibit 3) that purports to show that it

16 had incurred actual rate case expenses ofrnore than $194,000 through the end of July 2006, prior to

17 the filing of briefs in this case

18 StalE recommends that the Company be allowed rate case expense of $124,800, amortized

19 over four years. Staff witness Brown stated that the additional $4,800 over the Company's original

20 estimate is sufficient to cover any additional expenses incurred by the Company to address the issues

21 raised by the Town's and Boulders HOA's intervention (Ex. S-10, at 16-18). Ms. Brown testif ied

22 that the $4,800 figure is based on a $400 hourly rate, multiplied by an additional 24 hours that Staff

23 believes is sufficient to address intervenor issues, less removal of half of the additional amount "to

24 reflect only the amount that customers should pay" (Id. at 18)

RUCO witness Wil l iam Rigsby f i led testimony recommending recognition of  only the
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13, at 17). However, once the Company presented an updated estimate of rate case expenses due

primarily to odor issues raised by the interveners, RUCO continued to propose that only the original

$120,000 estimate should be recognized

We believe the Company has justif ied recognition of its proposed rate case expense of

5 $150,000 in this proceeding. MI. Bourassa testif ied that BMSC had incurred actual rate case

6 expenses of approximately $115,000 through April 2006, more than a month before the evidentiary

7 hearing commenced and several months before post-hearing briefs were prepared (Ex. A-3, at 19)

8 We believe that the Company's $150,000 rate case expense represents a reasonable allowance under

9 the facts and circumstances of this case and is consistent with rate case expense allowances in other

10 proceedings. See, e.g., Arizona-American Wafer Company ($419,000), Decision No. 67093 June 30

l l 2004); Arizona Water Company ($250,000), Decision No. 66849 March 19, 2004). To hold a

12 company strictly to its original estimate, regardless of intervening events, would create an incentive

13 for over-estimating costs on the front end rather than attempting to provide a good faith estimate

14 subject to reconciliation based on actual events. We do not believe Staff"s or RUCO's proposals

15 provide adequate recognition of the additional costs incurred by BMSC in prosecuting its rate case

16 and we will therefore adopt the Company's position on this issue

17 Removal of Legal Costs

18 Staff witness Brown recommended removal from test year expenses of $3,228 in legal costs

19 associated with negotiating an operating agreement with Carefree. She proposed, instead, that the

20 legal costs should be capitalized and amortized over the life of the agreement (Ex. S-9, at 31). The

21 Company did not oppose Staffs recommendation and we will therefore adopt Staffs position

22 Affiliate Company Profits

23 As described above, AWRA [Algonquin Water Resources of America, Inc] is a wholly

24 owned subsidiary of APIF [Algonquin Power Income Fund]. In Arizona, AWRA owns and operates

25 Black Mountain Sewer Corporation, Bella Vista Water Company, Litchfield Park Service Company

26 Gold Canyon Sewer Company, Northern Sunrise Water Company and Southern Sunrise Water

27 Company

28 AWRA employs an organizational model that is unique in Arizona AWR.A, BMSC's sole

1

2

3
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1 shareholder, has no employees. BMSC, as well as all of the other regulated utility companies listed

2 above, have no employees. Instead, almost all operational services are provided by an allegedly

3 unregulated ai i i l iate called Algonquin Water Serv ices ("AWS") that has between 70 and 90

4 employees and which, apparently, provides similar services received by the regulated public service

5 1 corporations owned by Algonquin in Arizona, including BMSC (Tr. 529-530)". The written contract

6 that exists between BMSC and AWS for provision of wastewater services was not negotiated, but

7 l as based on a template that is used by the Algonquin Power System to manage its hydroelectric

8 plants in Canada (Tr. 510)

Stalff's Position

Based on its analysis, Staff recommends that the Commission disallow $20,871 that the

l l Company is seeking in rate base for capitalized affiliate profit, and $21,761 the Company seeks to

12 recover in operating expenses for affiliate profit (Staff Ex. 9, at 27; Staff Br. Sched. CSB-6)° . Staff

13 points out that BMSC has in effect turned over the entirety of its operations and management to an

14 l(allegedly) unregulated ciliate, and that the affiliate's shareholders have imposed a contract on

15 IBmsc, without negotiation, that provides the aff iliate MM guaranteed profits at the expense of

16 1 BMSC's captive ratepayers (Ex. S-10, at 4-5). Ms. Brown stated that BMSC's affiliate is essentially

17 operating as an unregulated monopoly based on the Company's claims that there are no other

18 1 companies or individuals that could provide comparable services to BMSC° . Ms. Brown dismissed

19 the Company's claims that the affiliate arrangement resulted in $222,000 in savings as unsupported

20 assertions but, regardless of savings, Staff contends that it is reasonable for the affiliate to recover

21 1 only the reasonable actual costs from customers (Id. at 7-8). Staff also asserts that there may be

22 1 additional affiliate profit that it was unable to specifically identify. As an example, Staff cites to a

23 1 billing rate for a "general manager" of $150 per hour that was charged to BMSC by its affiliate. Ms

Staff witness Crystal Brown indicated that, during the test year, the Company was billed $275,460 by AWS, $32,017 by
Algonquin Power Trust, and $27,311 by Algonquin-Power So:*e:rr Br a total of $312,604 in billings by the Company
atlfi1iates(Ex. S-9, at 26)

The capitalized aHiliate profit represents 8 percent of project costs billed to BMSC and, for operating expenses the
affiliate billings included a 6.5 percentprofit (Id.; Ex. A-2, at 17)

As evidence of the potentially manipulative effect of affiliate control, Ms. Brown pointed out that the affiliate increased
its management fees to BMSC from $7,500 per month in 2003 to $13,062 per month in 2004, the test year (Ex. S-10, at
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1 brown stated that the $150 hourly rate equates to $312,000 on an annual basis to perform

2 nanagernent duties for BMSC (Id. at 8)

In support of its recommended disallowance of capitalized and expensed affiliate profits, Staff

4 argues that the record supports piercing the corporate veil and treating all of the Algonquin affiliates

5 is a single entity, Staff cites to a prior case involvingConsolidated Water Utilities, LTD, Decision

6 No. 57666 (December 19, 1991), wherein the Commission stated: "We do not believe it is

7 appropriate for ratepayers to pay a profit margin for each layer of related companies. Hence we

8 totally agree with Staff that all of the profit margin of CUC should be disallowed as part of the

9 allocation." (Id. at 18-19). Staff also cites Walker v. Southwest Mines Development Co., 52 Ariz

10 403, 81 P.2d 90 (1938), wherein the Arizona Supreme Court stated

16

[W]hen one corporation so dominates and controls another to make that
other a simple instnlnnentality or adjunct to it, the courts will look beyond
the legal fiction of distinct corporate existence, as the interests of justice
require, and where stock ownership is resorted to not for the purpose of
participating in the affairs of the corporation 'm the customary and usual
manner, but for the propose of controlling the subsidiary company so that
it may be used as a mere agency or instrumentality of the owning
company, the court will not permit itself to be blinded by mere corporate
form, but will, in a proper case, disregard corporate entity, and treat the
two entities as one

According to Staff, the case of Deutsche Credit Corp. v. Case Power & Equip. Co., 179 Ariz

155, 876 P.2d 1190 (App. 1994), provides additional support for this view. In that case, the Arizona

Court of Appeals quoted Jabczenski v. Southern Pacyic Memorial Hospital, Ire., 119 Ariz. 15, 21

579 p.2d 53, 59 (App. 1978), as follows

Two corporations can be regarded as the same if "[e]ither the dominant
corporation so contro1[s] and use[s] the other as a mere tool or
instrument in carrying out its own plans and purposes that justice requires
it be held liable for the results, or, there [is] such a concision of identities
and acts as to work a fraud upon third persons

Staff further argues that, pursuant to Gateelffv. Great Republic LW Insurance Co.,170 Ariz. 34, 37

821 P.2d 725, 728 (1991), the standard for imposing the alter ego theory requires a showing of unity

of control and that the corporate form would sanction a fraud or promote injustice

Id.,52 Ariz. At 414-415, 81 P.2d at95, quotingPlatt v. Brainer Co., 131Wash.573, 230 p. 633 (Wash. 1924)
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Staff also cites a decision by the Washington Utilities and Transportation Commission, in

2 Washington Water Power Co., 24 P.U.R. 4th 427 (at page 13) (1978), i11 which the Washington

3 Commission, citingMississippi River Fuel Corp. v. Federal Power Comm 'n, 102 US App 238, 252

4 F.2d 619 (D.C. Cir. 1957), made the following finding

[T]he clearly stated concern appears to be not the level of price at which
the transaction is accomplished in comparison with prices in nonaHiliated
transactions, but instead a level of earnings by the unregulated arm of the
utility at a rate higher than the utility is audiorized and would be allowed
to achieve if no corporate device were utilized. In effect, the courts
approve for rate-making purposes the placement of a 100 percent affiliate
in the same position as an integrated [part] of a utility

Based on these decisions, as well as several others cited in its Brief, Staff claims that the

corporate veil should be pierced to avoid an injustice. Staff points to the fact that neither BMSC nor

AWRA have any employees and, as a result, the Algonquin affiliates provide virtually all of the

services needed to serve the Company's customers; contracts between BMSC and AWC are

presented to the Company without negotiation based on a template provided by the ultimate parent

APIF; that AWS was "specifically created" to provide the majority of services to BMSC; and the

vice-president and general manager of AWS directs day-to-day management and operations of the

water and wastewater systems owned byAWRA (including BMSC) (Ex. A-5, at 1). Staff asserts that

the record supports the conclusion that BMSC is merely an agency or instrumentality of the

Algonquin affiliates, and the corporate structure created by the Algonquin companies results in an

20 injustice to ratepayers by creating a layer of profit that is inconsistent with Arizona's regulatory

ratemaldng standards

22 Finally, Staff expressed concern with BMSC's suggestion in this case that,if the Commission

disallows the Company's requested affiliate profit request, Algonquin will reorganize its corporate

24 As described in the Colnpany's

testimony, "[e]ither operating eitpehses increase because BMSC will have to hire personnel to

structure in a manner that will be more costly to ratepayers.
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1 !Commission make -a finding in this Decision that it expects AWRA to operate its affiliate companies

2 Las efficiently as possible

3 BMSC's Position

4

15

The Company contends that Staff's recommendation should be disregarded because corr non

5 ownership alone is not a sufficient reason to pierce the corporate veil of the Company and its

6 8 affiliates. BMSC claims that Staff' failed to meet the burden of proving its proposal because, once

7 'staff raised the issue of affiliate profit disallowance, the Company presented evidence as to the

8 l reasonableness of its affiliate costs. AccOrding to Mr. Bourassa, the Company is not aware of any

9 8,loca1 companies that could provide the type of services supplied by the Algonquin affiliates

10 However, he indicated that the Company attempted to compare its costs with those of a management

11 services fem and estimated that such a firm would charge approximately $10 to $12 per customer per

12 month, compared to $10 to $11 for the BMSC affiliate (Ex. A-2, at 34). Mr. Bourassa testified that

Chaparral City Water Company has operational costs of approximately $14 to $16 per customer and

14 the believed some other companies had costs of more than $18 per customer (Tr. 171-172)

The Company argues that, once this evidence was presented, it was incumbent upon Staff to

16 present evidence showing why BMSC's proposed costs are unreasonable. BMSC claims that Staff

17 could have sought to audit the affiliate companies' books and records, but Stalff did not do so. The

18 Company contends that the only evidence in the record shows that bids for comparable services were

19 not available and, in any event, there is no evidence of excessive profits

Wide respect to Staffs proposal to pierce the Company's corporate veil, BMSC asserts that

21 the cases cited by Staff stand for the proposition that corporate structures will not be ignored unless

they were created for essentially fraudulent purposes. BMSC cites Arizona Public Service Co. v

23 8 Arizona Corp. Comm 'n, 155 Ariz. 263, 267, 746 P.2d 4, 8 (App. 1987), wherein the court declined to

24 pierce 'the corporate veil because the Commission did not show undercapitalization, f raud

25 misconduct or impropriety in the management of the affiliated companies. The Company ds claims

26 the court in Deutsche Credit, supra, held dirt "[t]he concept of a corporation as a separate entity is a

27 [legal fact, not a fiction." Deutsche Credit at 160. In addition, BMSC cites Kearns v. Tempe

20

28 Technical Institute, Inc., 993 F.Supp. 714, 723 (D. Ariz. 1997), in which the court stated that
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l I "corporate status will not be lighdy disregarded"

2 With respectto the Washington Water Power casecited by Star as well as Central Louisiana

3 IEIecwic Co., 373 So.2d 123 (La 1979), BMSC argues that the central holding of both cases is that

4 I the regulatory commission must assure that rates are just and reasonable, and the evidence presented

5 I in this proceeding supports a finding that BMSC's affiliate company expenses are reasonable. The

6 I Company also contends that the prost on the affiliated transactions is not guaranteed because all

7 l costs are subject to intense scrutiny in the ratemaking process and dl costs can go up or down during

8 I intervening periods between rate cases. BMSC asserts that Staff has not provided evidence to

9 I disprove the reasonableness of the affiliate costs, including the requested profits, and thus StaiEf's

I

10 I recommendation shouldbe rejected.

11 RUCO's Position

12 RUCO did not present testimony or take a position on this issue.

13

14 I

Resolution

We agree Mth Staiffthat, at a minimum, the profit component of both capitalized costs and

15 l expenses by the BMSC affiliate companies should be disallowed. We will not countenance a

16 I corporate shell game that allows companies to hide behind corporate structures in order to avoid

17 l scrutiny of what would normally be the iimction of the regulated public service company. BMSC

18 l criticizes Staffs failure to present evidence as to the unreasonableness of the subsidiary costs.

19 I Although Staff could have pursued discovery of die affiliate companies, given Staffs heavy caseload

20 I and the constraints for processing this matter under the time clock rules, it was not unreasonable for

21 I Staff to pursue other means of supporting its recommendation to disallow affiliate company profits.

22 Presumably, the Algonquin companies conducted a due diligence analysis prior to acquiring

23 I BMSC and understood the regulatory framework in Arizona. The rate base/rate of return regulatory

24 l scheme provides that, in exchange for being granted an exclusive service territory with monopoly

25 I status, public service corporations are granted an opportunity to earn an authorized return on

. 26

27

28
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1

2

3

4

5

tfiiliate was structured as a separate corporate entity. The question that must be asked is whether an

tftiliate company under common ownership and control should be permitted to add an additional

ayer of profit, and to do what a regulated public service corporation is otherwise legally prohibited

tom doing (i.e., recover an additional prost margin for its services), based solely on the parent

:company's decision to create a separate affiliate company. Our answer is a resounding no

We believe our f inding is consistent with the l ine of cases which indicate regulatory

7 :commissions have broad authority to scrutinize transactions between a regulated company and its

8 unregulated affiliates, and to disallow excessive costs. See, e.g., US. West Communications, Inc. v

9 Arizona Corporation Cornm'n, 185 Ariz. 277, 282, 915 P.2d 1232 (App. 1996); General Telephone

10 Co. of New York v. Public Service Commission of New York, 17 N.Y.2d 373, 378 (N.Y. 1966)

11 ("[w]hen a utility and its suppliers are both owned and controlled by the same holding company, the

12 safeguards provided by arm's length bargaining are absent, and ever present is the danger that the

13 utility will be charged exorbitant prices which will, by inclusion in its operating costs, become the

14 predicate for excessive rates."), See also,»S'tate of North Carolina v. Morgan, 177 S.E.2d 405, 416

15 (Supreme Court of North Carolina, 1970) ("the doctrine of the corporate entity may not be used as a

16 means for defeating the public interest and circumventing public policy. In order to prevent such a

17 result, a parent corporation and its wholly owned subsidiaries may be treated as [citations

18 omitted); Washington Water Power, supra, at page 15, quoting the Public Utilities Commission of

19 Ohio's decision in Columbus Gas & Fuel Co., PURl933A 337 ("[A] company enjoying the

20 immunities of a public utility has no right to impose upon the consumers a heavier burden than that

21 which would be justly borne, and that will produce a proper rate of return, considering the value of

22 the property devoted to this publ ic serv ice and to the risks involved."). Moreover, as this

23 Commission stated in the Consolidated Water case, "[w]e do not believe it is appropriate for

24 ratepayers to pay a profit margin for each layer of related companies....[and] all of the profit margin

25 of CUC [the affiliate company] should be disallowed as part of the allocation." (Decision No. 57666

26 at 18-19)

27 We also share the concern raised by StaH that there may be additional profit margins built

28 into the affiliate billings that have not been specifically identif ied. Because we do not have any

one."

DECISION no. 69164



DOCKET no. SW-02361A-05-0657

1 specific record evidence of additional inappropriate profits in this case, we will exclude only the

2 "profits" that have been clearly identified by Staff. In doing so, however, we make no finding as to

3 the reasonableness of the Algonquin affiliate structure and, in future cases involving the Algonquin

4 companies, we expect dl affiliate salaries, expenses, and billings to be scrutinized to avoid potential

5 abuses

6 Net Operating Income

Consistent with the foregoing discussion, we will allow adjusted test year operating expenses

8 of $1,205,533, which based on test year revenues of $l,205,452, results in test year adjusted

9 Jperating income of negative $81, for no rate of return on FVRB

10 COST OF CAPITAL

BMSC recommends that the Commission determine the Company's cost of common equity to

12 be 11.0 percent. Staff recommends a cost of common equity rate of 9.6 percent. Both the Company

13 . and Staff recommend a capital structure of 100 percent equity and no debt. RUCO proposes a return

14 on equity of 9.49 percent, with a hypothetical capital structure of 43 percent debt and 57 percent

15 equity, resultingin an 8.92percent weightedcost of capital (RUCO Ex. 14, at 9-10)

16 Capital Structure

17 Company witness Bourassa stated that BMSC's capital structure consists of 100 percent

18 equity because, although the Company has $1,184,732 of long-term debt on its books due to

19 acquisition of the Scottsdale treatment capacity, that debt service is included in operating expenses

20 pursuant to prior Commission Order and there is no other long-term debt (Ex. A-2, at 39). Staff

21 agrees with the Company's proposed 100 percent equity capital structure (Ex. S-4, at 6). RUCO

22 however, proposes the use of a hypothetical structure of 43 percent debt and 57 percent equity

23 (RUCO Ex. 14, at 9-11)

24 According to Mr. Rigsby, the Commission should adopt a hypothetical capital structure based

25 on the Algonquin parent company's capital structure. Mr. Rigsby claims that adoption of a

26

27
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1 hypothetical capital structure is appropriate in this case because his estimate of a 9.49 percent return

2 Jr common equity ("ROE") was derived from a sample group of companies that have capital

3 structures that consist of approximately 50 percent debt and 50 percent equity. He therefore proposed

4 using the weighted cost of debt reported in APIF's 2004 Annual Report (Tr. 550-553)

We agree with Staff and the Company that a capital structure comprised of 100 percent equity

6 should be used for calculating BMSC's cost of equity capital in this proceeding. Although RUCO

7 proposes using a hypothetical capital structure based on the 2004 APIF Annual Report, its witness

8 admitted that the APIF capital structure would incorporate the debt and equity of a variety of

9 companies under the Algonquin umbrella, including a Canadian waste reclamation company, a

10 hydroelectric company in New Hampshire, and a sewer company in Texas (Tr. 553-554). In fact, the

l l plant in BMSC's rate base is Financed entirely by equity. Although there is some long-term debt on

12 the Company's books associated with the Scottsdale treatment capacity, as explained above that debt

13 has been treated as an operating lease for nearly a decade pursuant to prior Commission Decisions

14 and, therefore, there is no plant in rate base associated with the Scottsdale capacity debt. We believe

15 RUCO's hypothetical capital structure recommendation is results oriented and is not consistent with

16 the Company's actual capital structure. We therefore adopt a 100 percent equity capital structure for

17 BMSC in this case

18 Cost of Common Equitv

19 Determining a company's cost of common equity for purposes of setting its overall cost of

20 capital requires an estimation that is both an and science. As evidenced by the competing

21 methodologies employed in this case, and most other rate cases, there is no clear-cut answer as to

22 which formula should be used for reaching the appropriate outcome. Rather, the three expert cost of

23 capital witnesses, Messrs. Bourassa, Chavez, and Rigsby, each rely on various analyses for their

24 recommendations

25 BMSC's Position

26 The Company's expert  wi tness,  Mr. Bourassa, based his common equity cost

27 recommendation of 11.00 percent on the results of his discounted cash How ("DCF") model using six

28 proxy companies (American States Water, Aqua America, California Water, Connecticut Water

DECISION NO. 69164



DOCKET no. SW-02361A-05-0657

1 middlesex Water, and SJW Corp). Mr. Bourassa employed a risk premium analysis and a

2 :ornparable earnings analysis as a check on the reasonableness of the DCF results (Ex. A-1, at 13-14

3 Ex. A-3, at 21-25)

The Company's DCF analysis produced ROE results for the proxy companies ranging firm

5 8.5 to 11.0 percent (Ex. A-3, at 22). Mr. Bourassa's risk premium analysis resulted in an ROE range

6 of 10.2 to 11.0 percent, while the earnings analysis produced results in the 7.8 to 12.7 percent range

7 (Id). He also looked at Value Line projections for ROE in the water industry for 2006, 2007, and

8 2009, and found projected returns of 10.0, 10.5, and 11.5 percent, respectively (Id.). BMSC argues

9 that Mr. Bourassa's analysis supports the Company's proposed 11.0 ROE in this case considering

10 BMSC's risks and investor expectations

11 BMSC criticizes the recommendations ofboth Staff and RUCO (9.6 and 9.49 percent ROE

12 respectively), because the Company claims that Staff and RUCO blindly followed the results of their

13 models without regard for whether their proxy companies are actually comparable in terms of

14 investment risk. The Company contends that the Staff and RUCO recommendations, compared to

15 ROE proposals in prior cases, have not kept pace with rising interest rates over the past several years

16 thereby producing skewed results. BMSC asserts that the Staff and RUCO analyses ignore rum

17 specific risk based on their claim that under modem finance theory all risk is reflected in a stock's

18 "beta" (which estimates risk by comparing a stock's volatility relative to the market in which it is

19 traded). The Company argues that the Staff and RUCO beta assumption ignores factors such as firm

20 size; diversification of the utility; regulatory risk; and liquidity risk (Ex. A-2, at 48). BMSC cites

21 additional alleged defects with the Staff and RUCO methodologies, including: the sample group

22 consists primarily of water utilities; only one of the companies in the group has operations in

23 Arizona; the stock of the sample companies is traded on a national exchange; and all but one of the

24 companies has published credit ratings (Ex. A-1 , Sched.D-4.1)

BMSC is critical of Staffs use of a multi-stage DCF model, which assumes that earnings and
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1 percent weighting to historical growth (1995 to 2005) which produces unrealistic results and

2 depresses the equity cost estimate. BMSC claims that giving a 50 percent weighting to historical

3 growth effectively double counts what has happened in the past, because historical information is

already embedded in the stock prices used to calculate the dividend yield (Id.)

With respect to Staffs use of the Capital Asset Pricing Model ("CAPM"), the Company

6 i asserts that the CAPM is difficult to implement in practice, especially when applied to a small

closely-held firm(Id.). The CAPM is calculated using the subject company's beta (measurement of a

8 8. security's volatility in relation to the market); the risk free rate (the return an investor expects to earn

theoretical "riskless" investment); and the average market return (firm which the market risk

10 premium is calculated). BMSC claims that the 0.74 beta for Staff's six proxy companies (as

11 calculatedby Value Line) should not beapplied to BMSCbecause it is not publicly traded and has no

12 estimated beta. With respect to the risk free rate selected by Staff (average yield on 5, 7 and 10-year

13 Treasury securities), the Company claims that becausea corporation has an indefinite life, the use of

14 ! intermediate Treasury securities is inappropriate

15 According to BMSC, the inputs Staff used in its CAPM produce results that are contrary to

16 8 the CAPM theory. The Company claims that, although under theCAPM theory cost of equity moves

17 in the same direction as interest rates and estimated beta, Staff's CAPM estimates move in the

18 opposite direction of both interest rates and beta risk. In addition to the alleged application problems

19 i perceived by BMSC, the Company contends that the CAPM has empirical shortcomings that

20 ! invalidate its use for estimating ROE. BMSC cites to several articles in Economics journals to

21 support its claim the CAPM is flawed. The Company argues that the Risk Premium Model ("RPM")

22 l is superior to CAPM because under the RPM the risk premium is directly estimated by comparing

23 authorized and actual returns on equity with the current yield of investment grade bonds or other debt

24 8 instruments

25 BMSC is also critical of the RUCO DCF analysis because the Company claims that Mr

26 Rigsby substituted his own subjective judgment for market data in its DCF model. The Company

27 8 claims that RUCO used the sustainable growth method to estimate dividend growth, but substituted

28 its witness' subjective dividend growth rate, thereby understating substantially the Company's cost of
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1 equity. BMSC argues that RUCO's witness ignored the actual and forecasted stock financing rates

2 reported in his own schedules

RUCO's Position

RUCO witness Rigsby based his ROE recommendation on the results of his DCF and CAPM

5 Iandyses, which ranged from 8.89 percent to 10.69 percent for his sample group of publicly traded

6 'water and gas companies. His 9.49 percent ROE recommendation is the result of the DCF analysis

7 which utilized a sample of publicly traded water companies (RUCO Ex. 14, at 8)

RUCO contends that Mr. Rigsby's DCF model relied on objective estimates of external

9 I growth using Value Line analyst projections as a guide (RUCO Ex. 15, at 24). RUCO argues that M r

10 IRigsby's growth estimates properly recognize that the market price of a utility's common stock will

ll tend to move towards book value if regulators allow a rate of return that is equal to the cost of capital

12 lad. at 19-20). According to RUCO, the Commission recently adopted the same methodology in

13 determining the cost of common equity for Southwest Gas Company in Decision No. 68487

14 | (February 23, 2006)

15 RUCO asserts that the Company's criticism of the CAPM employed by RUCO and Staff is

16 unfounded. RUCO claims that die Company's risk premium analysis is simply a variation of the

17 lcAplvl, but die RPM fails to account for the additional market-based information that is included in

18 inc CAPM. RUCO contends that the estimated return produced by either the CAPM or the RPM is

19 lone of a number of factors that investors take into consideration when evaluating a company's stock

20 IRUco also argues that, despite Value Line projections of lower ROEs for water utilities, the

21 Company made no comparable downward adjustment to its original 11.0 percent recommendation

22 lauco claims that its cost of capital recommendation is reasonable and should be adopted by the

23 lCornmission

24 Staffs Position

In formulating its ROE recommendation in this case, Staff employed a constant growth DCF

26
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average of the DCF and CAPM results was 9.6 percent, which is its recommendation 'm this

proceeding. For purposes of its analysis, Staff selected six publicly traded water companies that

derive most of their earnings from regulated operations and which are analyzed by Value Line

publications (Ex. S-4, at 13)

StaiEf's cost of capital witness, PedroChaves, calculated the growth factor for his DCF model

6 by averaging the results of six growth projection rnethodsw (Id. at 16). MI. Chavez explained that the

7 most controversial element of a DCF analysis is the choice of inputs for the growth rate. He stated

8 that Staff's use of both historical and projected EPS, DPS and sustainable growth components

9 provide a balanced outcome that avoids a skewed result which could occur if only historical or

10 projected growth results are analyzed (Ex. S-5, at 4)

l l In response to BMSC's criticisms, Staff contends that its methodologies reflect a properly

12 balanced analysis compared to the Company's proposal. Staff refutes the Company's claim that it

13 .blindly followed the results of its models and argues that Mr. Bourassa used professional judgment

14 inappropriately. According to Staff, its inputs were chosen by identifying available market data, and

15 then analyzing whether investors could be expected to rely on such data prior to inputting the data

16 into its models. Staff argues that the Company's methodology, on the other hand, is results oriented

17 in order to produce the highest ROE result possible, Mr. Chaves testified that Staff selects the dates

18 for its inputs before the date occurs, and attempts to use the most recent dates before its testimony is

19 finalized (Tr. 7l7~7l8). Staff also disagrees that its CAPM is subject to manipulation, as suggested

20 by the Company, because it picks dates for the inputs without regard to the end result that will fall out

21 from the analysis

22 With respect to the Company's criticism that rising interest rates are not reflected in St s

23 cost of capital analysis, Staff contends that three of the CAPM variables do not necessarily move in

24 the same direction at the same time. Although Mr. Chaves conceded that there is a relationship

25 between interest rates and the cost of equity capital, he stated that cost of equity would tend to move

26

27

28

1

2

3

4

The six proxy companies chosen by Staff are American States Water, California Water, Aqua America, Connecticut
Water, Middlesex Water, and SJW Corp. (Id., Sched. PMC-3)

The six methods involve calculations of historical and projected dividends per share ("DPS"), historical and projected
earnings per share ("EPS"), and historical and projected sustainable growth (Ex. S-5, Sched. PMC-7)
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1 lim the same direction as interest rates only if all other variables are constant (Tr. 684). According to

2 llvlr. Chaves, while interest rates increased between the filing of his direct and surrebuttal testimonies

3 from 3.3 to 4.7 percent, Staffs current MRP declined from 13.1 to 5.7 percent, thereby offsetting the

4 interest rate increase (Tr. 719-722)

StalEr asserts dirt the Commission should reject BMSC's proposed 11.0 percent ROE because

6 lit is based on inputs that artificially inflate the required return. Staff points out that the Company's

7 loci results are identical to Staffs DCF results (i.e., 9.6 percent) (Tr. 144). However, Mr. Bourassa

8 excluded Middlesex Water because its cost of equity was only 40 basis points above the projected

9 cost of Baa investment grade bonds (Ex. A-3, Sched.D-4.9). Mr. Chaves stated that he believed the

10 reason for exclusion of Middlesex was insutiicient, and if Middlesex were included in the Company's

ll IDCF analysis, the overall results would drop from 9.6 to 9.5 percent (Tr. 712-713, Ex. S-8)

Staff argues that the Company's use of the risk premium and comparable earnings analyses

13 .Las well as the Company's size, for purposes of inflating its ROE proposal have been rejected by the

14 lCornmission in the past. See, e.g., Southwest Gas Corp., Decision No. 68487 (February 23, 2006)

15 1 Staff claims that BMSC's witness used only forecasted EPS growth estimates, while excluding

16 historical DPS, EPS, and forecasted DPS growth. Staff also points out that although his DCF

17 analysis produced a range of 8.5 to 11.0 percent for the sample group of companies, Mr. Bourassa

18 chose the highest point in that range for his ROE recommendation. Staff therefore recommends that

19 the Commission adopt its 9.6 percent cost of capital recommendation in this proceeding

20 Conclusion on Cost of Capital

We believe that Static recommended cost of capital achieves an appropriate result that is

22 supported by the evidence in the record. Staff's witness' use of the DCF model as the primary basis

23 for determining the Company's reasonable estimated cost of equity capital is a methodology that has

24 been used for many years by this Commission, as well as other regulatory commissions across the

25 country

26

27

28
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1 objective data that is publicly available through Value Line and other investor publications. We agree

2 with Staff that the Company's proposal to exclude Middlesex Water, because its cost of equity was

3 perceived by the Company to be too low for inclusion in its DCF analysis, is an artificial means of

4 skewing the end result in the Company's favor

We are not persuaded by the Company's legal arguments that adoption of Staffs cost of

6 equity recommendation would result in a violation of the Commission's authority under the Arizona

7 Constitution, the case law interpreting that authority, or of the Hope, Bluefield, and Duquesne

8 decisions. Article 15, Section 3 of die Arizona Constitution provides in relevant part that the

9 Commission "shall have full power to, and shall, prescribe just and reasonable classifications to be

10 used and just and reasonable rates and charges to be made and collected, by public serv ice

l l corporations within the State for service rendered therein." In determining just and reasonable rates

12 the Commission has broad discretion subject to the obligation to ascertain the fair value of the

13 utility's property, and establishing rates that "meet the overall operating costs of the utility and

14 produce a reasonable rate of return." Scares, et al. v. Arizona Corp. Comm 'n, 118 Ariz. 531, 534, 578

15 P.2d 612 (Ct. App. 1978). Under the Arizona Constitution, a utility company is entitled to a fair rate

16 of return on the fair value of its properties, "no more and no less." Litchfield Park Service Co. v

17 Arizona Corp. Comm'n, 178 Ariz. 431, 434, 874 P.2d 988 (Ct. App. 1994), citing Arizona Corp

18 Comm'n v. Citizens Utilities Co., 120 Ariz. 184 (Ct. App. 1978). The oft cited Hope and Bluefield

19 cases provide that the return determined by the Commission must be equal to an investment with

20 similar risks made at generally the same time, and should be sufficient under efficient management to

21 enable the Company to maintain its credit standing and raise funds needed for the proper discharge of

22 its duties

23 For the reasons described above, we believe that adoption of Staffs recommendation for a

24 9.60 cost of equity capital, which is also its overall cost of capital with a 100 percent equity capital

25 structure, complies with these obligations. Staff's expert witness, although primarily relying on die

26 well-established DCF method for calculating his cost of equity capital, also employed two other tests

27 Federal Power Commission et al. v. Hope Natural Gas Co., 320 U.S. 591 (1944); Bluefield Waterworks &
Improvement Co. v. Public Service Commission of West Virginia, et al., 262 U.S. 679 (1923), Duquesne Light Co. v
Barasch,488 U.S. 299 (1989)
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'resulted in a lower DCF and ROE result, and thus skewed downward the overall results on his

1 Is a check on the reasonableness of his results. Staff pointed out that the Company's witness

2 arbitrarily excluded one of the companies 'm his proxy group because inclusion of that company

3

4 analysis. We believe that adoption of Staff's recommendation results in a just and reasonable return

5 Br BMSC based on the record of this proceeding

We therefore adopt a cost of equity of 9.60 percent, which also results in an overall weighted

7 :est of capital of 9.60 percent

8 AUTHORIZED INCREASE

9 Based on our findings herein., we determine that BMSC is entitled to a gross revenue increase

10 Jf$141,486

$1,472,969

(81)
9.60%

14

Fair VaL1ue Rate Base

Adjusted Operating Income
Required Rate of Return
Required Operating Income
Operating Income Deficiency
Gross Revenue Conversion Factor
Gross Revenue Increase

1.74051
$246,257

17

19

22

24

25

RATEDESIGN ISSUES

The current monthly customer charge for residential customers is $38.00 with no commodity

charge. Regular commercial customers currently pay $0.l5236 per gallon of sewer flow (based on

ADEQ Engineering average daily flows for various types of customers), and no monthly service

charge. In addition, there are 14 special commercial customers that pay a monthly customer charge

only, that varies by customer, based on an estimate for each customer's sewer volume flow (Ex. S-9

at 35; Sched. CSB-24)

As updated in their find schedules, the Company and Staff recommended percentage

increases of 21.42 percent and 20.41 percent, respectively, be applied to all customers under their

existing rate structures (Co. Final Sched.H3, Staff.Br:ief Sched. CSB-25). RUCO recommended that

its proposed revenue requirement betaqspliedumderthe Curnpanyls current rate design

In accordance with the revenue requirement determined above, the increase will be applied to

all classes equally. Accordingly, die current residential rate of $38.00 per month will increase by
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1 20.1 percent, to $45.64, and the regular commercial customer rate will increase from $0.l5236 to

2 $0.l8298, also an increase of 20.1 percent. The special commercial customer rates will be increased

3 by the same percentage

4 Refund of Hook-Up Fee Funds

In her Direct Testimony, Staff witness Crystal Brown stated that BMSC's predecessor was

6 authorized in the Decision in 1980 granting the original Certificate of Convenience and Necessity

7 ("CC8cN") to charge a hook-up fee. Ms. Brown indicated that at the time the Company was

8 relatively small and had little ability to attract capital needed to build infrastructure and to fund

9 growth (Ex. S-9, at 36). Use of hook-up fee funds is generally limited to costs associated with

10 building infrastructure to serve growth in die utility's service area

Ms. Brown also pointed out that, in the Company's last rate ease (Decision No. 59944), the

12 Commission stated that the Company's hook-up fee may be rescinded for reasons including, but not

13 limited to. "failure to track and account for hook-up fees, misuse of hook-up fees, or no need for

14 additional capital" (Id. at 10). During its investigation in this proceeding, Staff discovered that the

15 Company had purchased computer equipment totaling approidmately $l42,232, vehicles totaling

16 approximately $20,000, and land totaling $451,000 from the hook-up fees (Ex. S-9, at 35-38). Ms

17 Brown recommended that these funds be refunded to customers (Id.)

18 In his Rebuttal Testimony, Mr. Bourassa proposed a reduction to CIAC of $833,367 to

19 account for $452,467 of land purchased with hook-up fee funds, and $380,900 for unexpended hook

20 up fees. The Company agreed that this amount should be refunded to customers. Although BMSC

21 does not agree that the identified amounts for land purchases were improper, it agreed with Staffs

22 recommendation to avoid litigation of the issue (Ex. A~2, at 18-22). As a result, the Company's

23 parent would be required to provide paid in capital of $452,467 to replace die hook-up fees used for

24 land purchases (Id ). Regarding the remaining $380,900, the refunds will come from funds held in a

25 restricted cash account (Id. at 19)

26 In her Surrebuttal Testimony, Ms. Brown agreed with the Company's proposed refund

27 amount, but disagreed with the Company's recommendation as to how the individual refunds are to

28 be calculated. She stated that the refunds should be calculated based upon the amount contributed by
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1girnprovements needed to alleviate noise and odor problems described at the hearing (see discussion
I

below) (Tr. 617-618). Because Staff developed the alterative recommendation on the moving of

29 __69164DECISION NO.3i

\Ill II H

DOCKET NO. SW-02361A-05-0657

1 leach customer class, and that the Company should "propose an equitable way to calculate the CIAC

2 refunds" (Ex. S-10, at 18). She also indicated that the rates from this case should not go into effect

3 lentil after the refunds are made.

4 Mr. Bourassa responded that the proposed refund should be calculated on a per customer

5 basis, irrespective of customer class. He explained that the information regarding contributions by

6 'customer class is not available, but since over 92 percent of the customer base is residential and most

7 lot the growth is 'm the residential class, the refund will be made primarily to residential customers

8 l(Ex. A-3, at 7-8).

9 RUCO opposes a refund of any of the hook-up fees. Although RUCO did not tile testimony

10 ion the issue, at hearing Ms. Diaz Cortez testified that refunding hook-up fees is contrary to the spirit

ll lot why the fees were collected in the fist place (i.e., to defray costs of future plant) (Tr. 390). RUCO

12 'contends that the Company will likely have a need for the accumulated hook-up fees in the future and

13 the Commission should reject the proposal by Staff and the Company to terminate and refund the

14 shook-up fees.

15 We agree with Staff and the Company that $833,367 should be refined to customers to

16 'account for $452,467 of land purchased with hook-up fee funds, and $380,900 for unexpended hook-

17 lip fees. BMSC indicated it does not need the hook-up fee funds to resolve odor problems (see

18 discussion below) because the Company is adequately capitalized to make necessary capital

19 investments for infrastructure (Tr. 470).

20 We agree with BMSC that the proposed refund should be calculated on a per customer basis,

21 irrespective of customer class. Further, as recommended by Staff,therates from this case should not

22 | go into effect until airer the refunds are made.

23 Withdrawn Sta:lT Alternative Proposal

24 On the third day of the hearing, Staff witness Marlin Scott, Jr. stated in his direct testimony on

25 the stand that_ in response to concerns expressed by the Town and customers, Staff proposed that

26

27

28
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1 the third day of the hearing, it did not have any specific ideas of how the proposal may be

2 l accomplished. The Administrative Law Judge therefore directed Staff to tile a written description of

3 I its alternative recommendation prior to the close of the hearing (Tr. 624)

Staff decided to withdraw its alternative recommendation and, on the final day of the hearing

5 la discussion occurred regarding the issue (Tr. 653-674). In general terms, RUCO, the Town and the

6 lBoulders HOA were interested in pursuing the Staff alternative. However, the Company objected to

7 Staff's "eleventh hour" proposal and to the attempt by the Town and the HOA to resurrect the issue

8 Rafter it was withdrawn by Staff (Id.). The Company also raised the issue of whether the hook-up fee

9 funds could legally be used for the purposes suggested in Stat°f's alternative. In any event, the

10 Company represented that financial resources to make necessary system improvements are not

11 I lacking (Tr. 470)

12 Given Staft"s withdrawal of its alternative recommendation, the hearing concluded without

13 I further consideration of the proposal

14

15 FOdor Issues

16 The most contentious issue in this proceeding involves claims made by a number of the

17 Company's customers, as well as the Town of Carefree and the Boulders HOA, that the BMSC

18 Isystern emits significant odors. For the Town and the HOA, the odor problem was the only issue

19 pursued. In addition to Mr. Williams on behalf of the Boulders HOA, public comment was given at

20 the hearing by seven customers, each of whom described various experiences regarding odors at their

21 propertiesdueto the BMSC wastewater system (Tr. 30-80). In addition, a number of other customers

22 submitted written comments or contacted the Commission's Consumer Services Division to register

23 complaints regarding odors and/or the Company's proposed rate increase

In response to the odor complaints, the Company initially took the position that any odor

25 problems that may exist were not related to the BMSC system (Ex. A-6, at 2). In its rejoinder

26 testimony, the Company's witness indicated that BMSC does not have an odor problem, "it has an

27 Fodor complaint problem" (Ex. A-7, at 1). In opening statements, the Company's counsel reiterated

28 IB1v1sc°s position that "we don't have a problem with odors, we have a problem with odor

OTHER ISSUES

DECISION NO 69164



DOCKET no. SW-02361A005-0657

1 4 complaints" (Tr. 15). During cross-examination, the Company's position appeared to soften as

2 evidenced by the testimony given by Robert Dodds, APIF's director of operations and president of

3 i several of Algonquin's operating companies. Although Mr. Dodds was hesitant to commit unlimited

4 resources to resolve the odor issues, he conceded that "there is an issue [and] obviously customers are

5 ! smelling odors" (Tr. 482). However, in its initial post-hearing brief the Company appeared to move

6 closer to its pre-hearing position, arguing that it is not possible to set a standard that would satisfy

7 i everyone, "[n]or is it possible to eliminate odors from a wastewater collection and treatment system

8 E (BMSC Closing Brief, at 4). In response to arguments by the Town and the HOA that rate relief

9 !  should be delayed until the odor issues are resolved, or that conditions should be imposed in

10 conjunction with any rate increase granted in this case, the Company argues that the Commission

l l should defer to the Maricopa County Environmental Services Department ("MCESD") which has

12 I determined that the Company meets the applicable odor control standards (Id. at 5)

Cause of Odors

Based on the public comments received, as well as the sworn testimony presented by various

15 8 Mtnesses, there appears to be general agreement that the odor problems reported by customers stem

16 i from two separate sources, the CIE Lilt Station and the wastewater line that flows under Boulder

17 l Drive in the Boulders subdivision

18 CIE Lin Station

During prior updates to the wastewater system by BMSC's predecessor, all but one of the

20 ! older lift stations (CIE lift station) was replaced. Operational problems at the CIE lift station have

21 i caused frequent odor issues and have required the Company to pump raw sewage from the site into

22 i trucks, which then deposit the sewage into other locations in the system. The Town's witness, Stan

23 !  Francom stated that the CIE lif t station should be replaced or bypassed because of regular

24 E breakdowns at the facility, and the inability to continue patching the lift station to keep it operational

25 E (Tr. 292, 334) n engrineerino rp.pm't commissioned by the Town ("Calter Burgess Report")

26 recommended replacing the CIE Lift Station due to operational problems (Ex. T-3, Ex. A., at 14)

BMSC witness Dodds also recognized the problems associated with the CIE Lift Station and

28 I indicated that the Company was studying ways to bypass or eliminate the facility (Tr. 466-467). The

!
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1

2

3

Company attached to its initial Closing Brief an agreement dated August 9, 2006 between Algonquin

and an engineering company to eliminate and bypass the CIE Lift Station (BMSC Closing Brief; Ex

2)

Given the Company's decision to eliminate the CIE Lift Station, that particular source of

5 odors should be eliminated in the near future. The Company should notify the Commission and all

6 other parties, within 30 days of the effective date of this Decision, as to the status of the CIE Lift

7 Station project and projected completion date. The project should be completed within 180 days of

8 the effective date of this Decision unless an extension is granted upon an appropriate timely request

9 Boulders Communitv

10 The more complicated odor issue involves ongoing complaints by residents in the Boulders

l l subdivision, especially along Boulders Drive where the sewer line flows from the CIE Lift Station to

12 the Boulders wastewater treatment plant ("Boulders WWTP" or "WWTP"). According to Carefree

13 witness Francom, the odors in the Boulders community are attributable to two problems: the long

14 retention time that sewage sits in the Boulders line, thereby allowing the sewage to become septic

15 (Tr. 283-285), and "positive pressure" between the CIE Lift Station and the BouNders WWTP due to

16 the fact that the lines between the lift station and discharge manholes in the Boulders community are

17 pressurized, but are gravity lines Nom the Boulders manholes to the WWTP (Id.). Mr. Francorn

18 explained that, once sewage is released suddenly into the Boulders discharge manholes, turbulence is

19 created because the sewage displaces gasses within the system thereby pushing odors out into the

20 community through any gaps, such as unsealed manhole covers or residential vent stacks (Id. at 286)

21 The Town asserts that Mr. Francom's analysis is confirmed by an engineering study by Lamb

22 Technical Serv ices, Inc. ("LTS Report"), which was commissioned by BMSC (Ex. A-6, Ex. 1

23 Attach. F). The LTS Report indicated that hydrogen sulfide concentrations are "extremely high" at

24 the locations where the force mains discharge into the gravity lines upstream from the WWTP, and

25 those locations "had posit ive pressures that tend to drive the odors and hydrogen sulf ide

26 concentrations out through the manhole cover picldioles" (Id.). The LTS Report noted that the

27 Company's addition of the chemical treatment Thioguard in the Boulders area was partially

28 successful in reducing hydrogen sulfide concentrations. However, LTS indicated that even with
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1 'those reductions the odors being driven out of residential vent stacks were still significant, and a

2 'redesign at the Boulder/Quartz discharge location "is recommended if turbulence could be reduced

3 '(Id. at 5). The LTS Report stated that "[e]ven with reduced concentrations due to less ,turbulence a

4 'fan generating negative pressures will still most likely be needed at the Quartz and Boulder Drive

5 'location to prevent odors from being forced out the local vent stacks" (Id.)

Mr. Francom testified that there were two possible solutions to the Boulders odor problems

7 'replacement of the gravity flow lines with pressure lines all the way to the Boulders WWTP; or

8 linstalladon of fans and carbon filters to create a negative pressure filtration system within the sewer

9 'lines between the discharge manholes and the WWTP (Tr. 334-335). Mr. Francom pointed out that

10 'die Town offered to install a temporary fan system to test the effectiveness of that method of odor

ll 'remediation, but the offer was previously rejected by the Company on the basis that no odor problems

12 'existed (Try 315-318)

13 BMSC contends that it takes the odor complaints seriously arid has been taking reasonable

14 'steps to address those complaints. The Company states that AWRA has invested more than $1.4

15 'million on system improvements, much of which was designed to address odor issues (Ex. A-4, at 4)

16 'The Company argues that the standards suggested by the Town and the HOA for resolving the odor

17 'issues are too vague, because they would presumably require every customer to be totally satisfied

18 'possibly well in excess of applicable government standards. BMSC argues that the public comment

19 'relied upon by the Town and HOA is not evidence in this proceeding, arid the Company points out

20 'that it has never been found to be in violation of MCESD odor regulations (Tr. 322-323, 354, 620)

21 'The Company asserts that it would be unfair for the Commission to impose additional reqLu'rements

22 'especially when such requirements may be beyond the Commission's jurisdiction. The Company

23 'claims that it has already addressed the odor problems by starting to remove the CIE Lift Station, and

24 'that it is willing to commence "yet another engineering study to evaluate allegations of continuing

as lnrinrc -From Facilities lnnnterl within Rmrlders Drive" (BMSC Renlv Briefly at 6). However, BMSC
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The Town and the Boulders HOA cite to several statutes that they argue give the Commission

2 authority to impose remedial measures in cases such as this. Pursuant to A,R.S. §40-361(B), the

3 ntervenors argue that BMSC is obligated to "furnish and maintain such service, equipment and

4 facilities as will promote the safety, health, comfort and convenience of its patrons...." They ds

5 :intend that, under A.R.S. §40-334(B), BMSC may not "maintain any unreasonable difference as to

service, facilities or in any other respect, either between localities The Town argues that this

7 provision is applicable because customers in different areas of the BMSC service tem'tory are

8 affected by odors disproportionately. The interveners further claim that Maricopa County regulations

9 prohibit wastewater treatment facilities from producing air pollution that unreasonably interferes with

10 property owners' enjoyment of life or property

l l The Town claims that its recommendations are not vague because they propose specific

12 remedies for resolving the odor issues raised in this proceeding. Therefore, Carefree requests that a

13 condition be placed on any rate increase granted to BMSC requiring the Company to either replace

14 the gravity line discussed above with pressure lines and/or install fans and carbon filters to create a

15 negative filtration system between the Boulders discharge manhole and the Boulders WWTP. The

16 HOA ds argues that any rate increase granted in this case should be conditioned on BMSC being

17 required to undertake an audit of the Company's sewer system; if the hook-up fee refund plan is

18 rejected, all funds derived from the rate increase should be escrowed and used only for system

19 improvements; an independent audit of BMSC's management structure should be conducted; the

20 $833,000 in hook-up fees should be used to fix the odor problems identified in this case; the Town's

21 grease trap ordinance inspection and compliance reports should be monitored and publicized; and an

22 expedited hearing should be conducted if BMSC fails to comply with the proposed conditions

25

26

27

28

Resolution

We believe the evidentiary record in this case amply supports the appropriateness 0£ and the

need for, imposition of odor remediation requirements as a condition of granting the rate relief

approved herein. We tum first to the evidentiary standard for dealing wide public comment since that

issue was raised by the Company in its post-hearing Brie£ Although we agree with BMSC that

unsworn public comments made by ratepayers are not treated as evidence in a strict sense, we believe
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1 'ratepayer input is important to consider as an indication of how customers view the operations of a

2 'regulated utility company. For example, it may not be appropriate to rely solely on unsubstantiated

3 'claims made in public comments, because such comments are not subject to cross-examination.

4 'However, if corroborating sworn testimony or documentary evidence is presented in the course of the

5 'hearing, it is entirely appropriate to treat the public comments as an indicator of customer perception

6 and experience in dealing with regulated monopoly utility companies. Indeed, such comments are

7 'invaluable for the Commission to understand both positive and negative experiences of customers

8 'especially since those customers have no choice but to take service from the utility holding an

9 I exclusive Certificate to provide service

10 We disagree with BMSC that the intervenor proposals are impossibly vague and would

11 'impose an undue compliance burden on the Company. As the Town points out, at least one of its

12 'proposed remedies for reducing odors in the Boulders subdiv ision was cited in both the Carter

13 'Burgess Report and LTS Report. The evidence in the record suggests that, despite the Company's

14 'attempts to solve the odor problems in that area through the introduction of Thioguard, there is an

15 'ongoing problem that cannot be solved by chemical injections alone. In addition to replacement of

16 'the CIE Lift Station, the prior engineering studies appear to have pinpointed not only the remaining

17 'cause of the odor problems (i.e., pumping of sewage into die Boulders discharge manhole), but a

18 'possible solution (i.e., fans to create negative pressure in the line leading from the Boulders manhole

19 'to the WWTP). MI. Francom indicated that another solution may be the installation of a pressurized

20 'line to the WWTP, to replace the existing gravity line. As such, it hardly requires speculation to

21 'address the source of, and the solution for, the odor issues in the Boulders community. Rather, there

22 'is ample record evidence to support the conclusion that the Company should tice action consistent

23 'with the prior engineering reports, as well as the credible testimony presented by the Town's witness

24 'in order to remedy the odor problems discussed herein

We are not persuaded by the Company's arguments that the Commission is without authority25

26
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When the commission kinds that the equipment, appliances, facilities or
service of any public service corporation, or the methods of manufacture
distribution, transmission, storage or supply employed .by it are unjust,
unreasonable, unsafe, improper, inadequate or insufficient, the
commission shall determine what is just, reasonable, safe, proper
adequate or sufficient, and shall enforce its determination by order or
regulation

5 As set forth in A.R.S. §40-331(A)

6

7

8

9

10

When the Commission finds that additions or improvements to or changes
in the easting plant or physical property of a public service corporation

ought reasonably to be made, or that a new structure or structures should
be erected, to promote the security or convenience of its employees or the
public, the commission shall make and serve an order directing that such
changes be made or such structure be erected in the manner and within the
time specified in the order. If the commission orders erection of a new
structure, it may also fix the site thereof

12 km addition, A.R.S. §40-361(B) provides as follows

14

Every public service corporation shall furnish and maintain such service
equipment and facilities as will promote the safety, health, comfort and
convenience of its patrons, employees and the public, and as will be in all
respects adequate, efficient and reasonable

The authority granted to the Commission under these

16 As these statutes make abundantly clear, the Commission has the authority and the duty to

17 protect the health, safety and welfare of a public service corporation's customers. And, contrary to

BMSC's "micromanagement" arguments, the law just as clearly states that in order to protect the

security or convenience of the public, the Commission may specify not only the type of facilities that

are required, but the timeframe in which the facilities must be constructed

A.R.S. §40-202(A), provides additional supervisory authority to the Commission for

22 regulation of public service corporations z.

statutes, as well as the Colnmission's constitutional powers pursuant to Article 15, §3 of the Arizona

24 Constitution, was discussed in Arizona Corp. Comm'n v.

App, 124, 128, 536 P,2d 245, 249 (App. 1975). In that case, the court held that "the regulatory

26 powers of the Commission are not limited to making orders respecting die health and safety, but ds

Palm Springs Utility Co., Ire., 24 Ariz

A.R.S. §40-202(A), provides in relevant part: "The commission may supervise and regulate every public service
corporation in the state and do all things, whether specifically designated in this title or in addition diereto, necessary and
convenient in the exercise of that power and jurisdiction
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include the power to make orders respecting comfort, convenience, adequacy and reasonableness of

service (Id.). Given our determination that our constitutional and statutory powers provide the

requisite authority to require actions by the Company to resolve the odor problems cited herein, we

need not decide whether the Maricopa County rules and regulations cited by the interveners are

implicated by the facts presented in this case

Having determined that the record supports a finding that odor problems exist on the BMSC

7 system, and that we have legal authority to craft a remedy for those problems, we Mm next to the

8 appropriate directives that should be given to the Company as a condition of our approval of the rate

9 increase discussed hereinabove. We find that the Boulders odor problems should be addressed by the

10 Company's adoption of one of the two solutions suggested by Mr. Francorn. As he explained on the

11 record, the odors being experienced by members of that community may be solved by implementing

12 a pressurized line to replace the gravity line that currently exists between the Boulders discharge

13 manhole and the Boulders WWTP, or by installing fans and carbon filters to create a negative

14 pressure filtration system between the Boulders discharge manhole and the Boulders WWTP

The implementation of these remedies should be completed within 180 days of the effective

16 date of this Decision although, for good cause shown and with the agreement of adj other parties to

17 this proceeding, the timeline may be extended by the Commission upon timely receipt of a request for

18 extension of tiMe. We also wish to make clear that failure by BMSC to comply with Mis order, or to

19 odrerwise continue to operate its system in a manner that fails to reasonably mitigate odors affecting

20 customer residences and properties, may result in penalties or other action deemed necessary by the

21 Commission to enforce this Decision

22 By imposing this requirement, we wish to make clear that we are not attempting to manage

23 the Company's affairs. However, based on the record, we believe action needs to be taken to advance

24 a solution that will enable all customers on the BMSC system to enjoy tilly their property without

25 enduring offensive odors

26

1

2

3

4

5

With the mutual agreement of all other parties to this proceeding, an
accomplish the desired god of odor remediation in the Boulders community

alternative remedy may be employed to
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Having considered the entire record herein and being fully advised in the premises, the

2 Commission ends, concludes, and orders that

3

4 On September 16, 2005, BMSC filed an application with the Commission for an

5 increase 'm rates

6 2 On October 14, 2005, the Comlnission's Utilities Division Staff tiled a Letter of

7 Insufficiency

3 Following an agreement between the Company and Sta1l*f regarding the submission of

9 information, Staff issued a Letter of Sufficiency on November 1, 2005, and classified BMSC as a

10 Class B utility

FINDINGS OF FACT

11 4 By Procedural Order issued November 2, 2005, procedural timeframes were

12 established and a hearing was scheduled to commence on June 7, 2006

Intervention was granted to RUCO, the Town of Carefree, the Boulders HOA, and5

14 M.M. Schirtzinger

6 On December 30, 2005,BMSC filed a "simplified cost of service study" as requested15

16 by Staffs

17 7 On January 24, 2006, BMSC tiled a Certification of Publication and Proof of Mailing

18 attesting to compliance with the notice requirements set forth in the November 2, 2005 Procedural

19 Order

20 With its application, BMSC filed the Direct Testimony of Michael Weber and Thomas

21 Bourassa, and, on March 9, 2006, Staff filed the Direct Testimony of Crystal Brown, Marlin Scott

22 Jr.. and Pedro Chaves; RUCO filed the Direct Testimony of William Rigsby and Marylee Diaz

23 Cortez: and Carefree filed Affidavits ofStanFrancom, Jonathon Pearson, and JasonBethke, as well

24 as several attachments

25 9 On April 6, 2006, BMSC filed the Rebuttal Testimony of Michael Weber, Joel Wade

26 and Thomas Bourassa On May 4, 2006, Staff filed the Smrebuttal Testimony of Marlin Scott, Jr

27 and Pedro Chaves; RUCO filed the Surrebuttal Testimony of William Rigsby and Marylee Diaz

28 Cortez; and Carefree tiled the Stmfebuttal Testimony of Stan Francom and Jonathon Pearson. On
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1 May 5, 2006, Staff filed the Surrebuttal Testimony of Crystal Brown. On May 26, 2006, BMSC tiled

2 = the Rejoinder Testimony of Joel Wade and Thomas Bourassa

10. The hearing commenced on June 7, 2006, and additional hearing days were held on

4 i June 8. 9. and to. 2006

l l . On June 15, 2006, Staff filed updated Surrebuttal Schedules. On July 26, 2006, Staff

6 L filed Post-Hearing Recommendations based on documentation provided by the Company on June 22

7 . 2006

12. Initial Post-Hearing Briefs were filed on August 18, 2006 by the Boulders HOA, and

9 I on August 21, 2006 by BMSC, Staff, RUCO, and Carefree

10 13. Reply Briefs were f iled on September 5, 2006 by BMSC, Stafil RUCO, Carefree, and

11 the Boulders HOA

12 14. According to the Company's application, as modif ied, in the test year ending

13 December 31, 2005, BMSC had adjusted operating income of $11,595 on an adjusted FVRB and

14 ! OCRB of $1,568,502, for a 0.74 percent rate of return

15. In its application, as modified, the Company requested a gross revenue increase of

16 ! $256,063 (21.54 percent), based on OCRB of $1,568,502, and a recommended return on common

17 equity of 11.00 percent

18 16. Staff recommends a gross revenue increase of $250,195 (20.76 percent), based on

19 OCRB of $1,550,710, and a recommended return on common equity of 9.60 percent

20 1 17. RUCO recommends a gross revenue increase of $5,470 (0.45 percent), based on

21 OCRB of $1,372,834, and a recommended return on common equity of 9.45 percent

22 18. For purposes of this proceeding, we determine that BMSC has a FVRB and OCRB of

23 I $1,472,969

24 19. A rate of return on FVRB of 9.60 percent, based on a capital structure of 100 percent

25 common eauitv. is reasonable and appropriate

26

27
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1 regarding the reasonableness of the Algonquin affiliate structure. In future cases involving the

2 Algonquin companies, the Commission will scrutinize all aMliate salaries, expenses and billings

23. The record supports a finding that customers should be refunded $833,367 for hook~up

4 fees that were used to purchase land and that have not been expended. The refunds should be

5 distributed in the manner proposed by the Company, on a per customer basis irrespective of customer

6 class. The rates granted in this Decision should not go into effect until the refunds have been

7 distr ibuted

8 24. The record supports a f inding that BMSC should, within 30 days, noti fy the

9 Commission and dl other parties as to the status of the CIE Lin Station project and projected

10 completion date

11 25. The record supports a finding dirt odor problems erst on BMSC's system, and that

12 the steps taken by the Company to date have not been sufficient to resolve the problems. BMSC

13 should therefore be required to pursue one of the remedies proposed by the Town of Carefree in order

14 to mitigate the odor problems that currently exist in the Boulders community. The implementation of

15 the remedies should be completed within 180 days from the effective date of this Decision

16 CONCLUSIONS OF LAW

BMSC is a public service corporation within the meaning of Article XV of the

18 Arizona Constitution 8.l'1d A.R.S. §§40-250, 40-251, 40-367, 40-202, 40-321, 40-331, and 40-361

19 2 The Commission has jurisdiction over BMSC and the subject matter contained in the

20 Company's rate application

21 3 Pursuant to A.R.S. §§40-202(A), 40-321(A), 40-331(A), 40-361(B), and the authority

22 under Art icle 15 of  the Arizona Consti tut ion, the Commission has jurisdict ion to impose

23 requirements for public service corporations to improve and repair facilities necessary to protect the

24 health and safety of the public, and provide for the comfort and convenience of customers

25 4 The rates, charges and conditions of service established herein are just and reasonable

26 and in the public interest

27

28 IT IS THEREFORE ORDERED that Black Mountain Sewer Corporation is hereby authorized
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1 and directed to file with the Commission, on or before November 30, 2006, revised schedules of rates

2 1 and charges consistent with the discussion herein, as set forth below

3

4
Residential Service Per Month
Commercial - Regular (c)

$45.64
$0. 18298

Commercial - Special Rates Gallons Per
Day

Rate Per Day Monthly Charge

Name of Business
BH Enterprises .- West
BH Enterprises - East
Barb's Pet Grooming
Boulders Resort
Carefree Dental

3 Ridgecrest Realty
I Desert Forest

Desert Hills Pharmacy

29.345

10

11

12

13

14

EL Pedregal
Lemon Tree
Body Shop

i Spanish Village
t Boulders Club

Anthony Vuitaggio

15.787

$0.14034
$0.14034
$0.14034
$0.14223
$0.14034
$0. 14193
$0.16344
$0.17061
$0.14034
$0.13691
$0. I 7467
$0.14034
$0.14034
$015597

$354.35
$196.47

$35.08
$4 173.87

$228.05
$63.87
144.11

$136.49
$2,215.50

$41.07
$174.67
$699.58
$168.40

$46.79
15

16 EffluentSales
Per thousand gallons $0.374400

17

18

20 I

21

22

$25.00
$25.00

No Charge

(a)
(a)
(a)

s10.00
1 .50%
1 .50%

24 l

Service Charges
Establishment
Re-establishment
Re-connection
Minimum Deposit (Residential)
Minimum Deposit (Non-Residential)
Deposit Interest
NSF Cheek Charge

g. Deferred Payment Finance Charge
Late Charge
Main Extension Tariff (b)
Hook-up Fee for New Service Discontinue

25 D... A A P D 1 A_')_Amn- Decir1pnHn| _ him times average hill. Non-residential __ two

26

27

I
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IT IS FURTHER ORDERED that the revised schedules of rates and charges shall be effective

2 for all service rendered on and otter December 1, 2006, subject to the requirement that Black

3 Mountain Sewer Corporation has mailed to each customer prior to that date a refund check for the

4 hook-up fee funds, consistent with and in the manner described hereinabove. The new rates may not

5 go into effect until the Company has provided, to the satisfaction of the Director of the Utilities

6 Division, sufficient information to show that the refunds have been issued in accordance with the

7 discussion set forth herein

IT iS FURTHER ORDERED that Black Mountain Sewer Corporation shal l  noti fy i ts

9 customers of the revised schedules of rates and charges authorized herein by means of an insert in its

10 next regularly scheduled billing, or by separate mailing, in a form acceptable to Staff

IT IS FURTHER ORDERED that Black Mountain Sewer Corporation shall, within 30 days of

12 the effective date of this Decision, notify the Commission and all other parties as to the status of the

13 CIE Lift Station project and projected completion date. The project shall be completed within 180

14 days of the effective date of this Decision unless an extension is granted upon an appropriate timely

15 request

16

19

20

26

27
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IT IS FURTHER ORDERED that Black Mountain Sewer Corporation shall pursue one of the

2 remedies proposed by the Town of Carefree 'm order to mitigate the odor problems that currently

3 sexist in the Boulders community, and notify the Commission and all parties, within 90 days

4 regarding the option chosen through a filing in this docket. The implementation of the remedies shall

5 Abe completed within 180 days from the effective date of.this Decision unless an extension is granted

6 upon an appropriate request. The Company shall file as a compliance item in this docket, notification

7 of completion of the Boulders community odor mitigation project, within 30 days of completion of

8 the project

9 IT IS FURTHER ORDERED that this Decision shall become effective immediately

BY ORDER OF THE ARIZONA CORPORATION commlsslon

L

17

19

20

22

24

26

27

28
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Rio Rico Utilities - Water Division
Test Year Ended December 31, 2008

Comparative Balance Sheets

Exhibit
Schedule E-1
Page 1
Witness: Bourassa

12/31/2008
Ended

12/31 /2007
Ended

12/31 /2006

$ 34,023,226 s 31,033,505 $ 300269,691
ASSETS

Plant In Service
Non-Utility Plant
Construction Work in Progress
Less: Accumulated Depreciation
Net Plant s

95.024
(10,9B6,255)
23.131 .985 $

647.215
(10,312,729)
21 ,3G7,992 $

397.779
(9,698,350)
20,989,120

Debi Reserve Funds

B44332 5 81.200 s 7 0

335.958 300.109 310.821

12
13
14
15
16
17
18
19
20

CURRENT ASSETS
Cash and Equivalents
Restricted Cash
Short-lerm Investments
Accounts Receivable. Net
Accounts Receivable -Other
Materials and Supplies
Prepayrnents
Other Current Assets
Total Current Assets 5

10.289
1 .457.163
1 .888.75z $

15.049
1 .870.4BB
2,269,845 $

1.539.567
1.924.200

Deferred Debits $ (422,974) $

752.965 s

(34-.977)

528.854Other Assets s

(491,447) $

1.029.413 $

TOTAL ASSETS s 25,558,703 s 23,967,828 s 23,076,196

LIABILITIES AND STOCKHOLDERS' EQUITY
Common Equity s 9.355.741 $ 7,970,067 s 6,201,629

Long-Term Debt, less current s

s 2.291.B07 $ 1,604,763 s 1.953.554

50.483

s 2.298.952 $ 1,612,021 s 2,010,946

CURRENT LIABILITIES
Accounts Payable
Current Portion of Long-Temw Debt
Current Portion of AlAG
Payables to Associated Companies
Customer Meter Deposits, Current
Taxes Payable
Accrued Employee expenses
Accrued Interest
Other Current Liabilities
Total Current Liabilities
DEFERRED CREDITS

Customer Meter Deposits, less current
Advances in Aid of Construction
Accumulated Deferred Income Taxes
Contributions In Aid of Construction
Accumulated Amortization of CIAC

275.455 $ 197.889
135.487

s 181.779

2a.188.9z1
(€,G35,014)

20.188.921
(S,136,557)

20_188.906
(5,B38,101)

Total Deferred Credits $ 13,903,010 s 14,385,740 s 14,863,621

Total Liabilities 8\ Common Equity s 25,558,703 s 23,957,828 s 23,076,196
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25
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EXHIBIT

RIO RICO UTILITIES, INC
DOCKET no. WS-02676A-09-0257

RESPONSE TO RUCO'S EIGHTH SET OF DATA REQUESTS

March 4. 2010

Response provided by Thomas J. Bourassa. CPA

Title Rate Consultant

Company Name Thomas J. Bourassa. CPA

Address 139 W. Wood Drive
Phoenix. Arizona 85029

Company Response Number: 8.01

2009 Customer Counts - Please provide the 2009 monthly customer counts for
both the Water and Wastewater Divisions

OBJECTION: The ACC sets rates based on a historical test year, therefore, the
information requested does not appear reasonably calculated to lead to the discovery
of admissible evidence

RESPONSE: Notwithstanding the objection, please see the attached water and sewer
customer count and revenue summary for 2009

Q.

2289555.1
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MANAGEMENT'S DISCUSSION AND ANALYSIS

(All figures are in thousands of Canadian dollars, except per trust unit and convertible debenture values or
where otherwise noted)

Algonquin Power Income Fund ("Algonquin" or the "Company") has prepared the following discussion and
analysis to provide information to assist its unitholders' understanding of the financial results for the three and
twelve months ended December 31, 2008. This discussion and analysis should be read in conjunction with
Algonquin's audited consolidated financial statements for the years ended December 31, 2008 and 2007 and
the notes thereto. This material is available on SEDAR at www.sedar.comand on the Algonquin website at
www.AlqonquinPower.com. Additional information about the Company, including the Annual Information Form
for the year ended December 31, 2008 can be found on SEDAR at www.sedar.com

This Management's Discussion and Analysis ("MD&A") is based on information available to management as of
March 5. 2009

Caution concerning forward looking statements and non-GAAP Measures

Certain statements included herein contain forward-looking information within the meaning of certain securities
laws. These statements reflect the views of Algonquin and Algonquin Power Management Inc. ("APMI"), the
entity which provides management services to Algonquin (including advice and consultation concerning
business planning, support, guidance and policy making) with respect to future events, based upon assumptions
relating to, among others, the performance of the Company's assets and the business, interest and exchange
rates, commodity market prices, and the financial and regulatory climate in which it operates. These forward
looking statements include, among others, statements with respect to the expected performance of the
Company, its future plans and its distributions to unitholders. Statements containing expressions such as
outlook", "believes", "anticipates", "continues", "could", "expect", "may",
plan" and similar expressions generally constitute forward-looking statements

"will", "project", "estimates", "intend

Since forward-looking statements relate to future events and conditions, by their very nature they require us to
make assumptions and involve inherent risks and uncertainties. Algonquin and APMl caution that although we
believe our assumptions are reasonable in the circumstances, these risks and uncertainties give rise to the
possibility that our actual results may differ materially from the expectations set out in the forward-looking
statements. Material risk factors include the continued volatility of world financial markets, the impact of
movements in exchange rates and interest rates, the effects of changes in environmental and other laws and
regulatory policy applicable to the energy and utilities sectors, decisions taken by regulators on monetary policy
and the taxation of income funds, and the state of the Canadian and the United States ("U.S.") economy and
accompanying business climate. Algonquin and APMl caution that this list is not exhaustive, and other factors
could adversely affect our results. Given these risks, undue reliance should not be placed on these forward
looking statements, which apply only as of their dates. The Company reviews material forward-looking
information it has presented, at a minimum, on a quarterly basis. Although Algonquin and APMl believe that the
assumptions inherent in these forward-looking statements are reasonable, undue reliance should not be placed
on these statements, which apply only as of the dates hereof. Algonquin and APMI are not obligated nor do
either of them intend to update or revise any forward-looking statements, whether as a result of new information
future developments or otherwise, except as required by law

The terms "cash available for distribution", "cash available for distribution after growth and maintenance capital
expenditures", and "earnings before interest, taxes, depreciation and amortization" ("EBlTDA") are used
throughout this lvlo&A. The terms "cash available for distribution", "cash available for distribution after growth
and maintenance capital expenditures" and EBITDA are not recognized measures under Canadian generally
accepted accounting principles ("GAAP"). There is no standardized measure of "cash available for distribution
cash available for distribution after growth and maintenance capital expenditures" and EBITDA, consequently
Algonquin's method of calculating these measures may differ from methods used by other companies and
therefore may not be comparable to similar measures presented by other companies. A calculation and analysis
of "cash available for distribution", "cash available for distribution after growth and maintenance capital
expenditures" and EBITDA can be found throughout this MD&A. EBITDA is a metric used by many investors to
compare companies on the basis of ability to generate cash from operations. Algonquin uses these calculations
to monitor the amount of cash generated by Algonquin as compared to the amount of cash distributed by
Algonquin. Algonquin uses EBITDA to assess the operating performance of the Company without the effects of
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dep rec i a t i on  and  am or t i z a t i on  ex pens e  wh i c h  a re  de r i v ed  f rom  a  num ber  o f  non -ope ra t i ng f ac t o rs ,  ac c oun t i ng
m e t h o d s  a n d  a s s u m p t i o n s .  A P M I  b e l i e v e s  t h a t  p r e s e n t a t i o n  o f  t h i s  m e a s u r e  w i l l  e n h a n c e  a n  i n v e s t o r ' s
u n d e r s t a n d i n g  o f  A l go n q u i n ' s  o p e r a t i n g  p e r f o r m a n c e .  E B I T D A  i s  n o t  i n t e n d e d  t o  b e  r e p r e s e n t a t i v e  o f  c a s h
prov ided by  operat ing ac t i v i t i es  or  resu l t s  o f  operat ions  determined in  accordance wi th  GAAP

Overview

A lgonqu in  i s  a  c ompany  t ha t  owns  and has  i n t e res t s  i n  a  d i v ers e  por t f o l i o  o f  dean,  renewab le  power  genera t i on
and sus ta inab le  in f ras t ruc ture  assets  ac ross  Nor th  Amer ica,  i nc lud ing 42 renewable  energy  f ac i l i t i es ,  11 t hermal
energy  f ac i l i t i es ,  and 17  wat er  d i s t r i bu t i on  and was t e-wat er  f ac i l i t i es .  A lgonqu in  Power  was  es t ab l i s hed i n  1997
and produces  s tab le earn ings  through a d ivers i f ied por t f o l io  o f  renewable energy  and ut i l i t y  assets

A l go n q u i n  o w n s  4 1  h y d r o e l e c t r i c  f a c i l i t i e s  o p e r a t i n g  i n  O n t a r i o ,  Q u e b e c ,  N e w f o u n d l a n d ,  A l b e r t a ,  N e w  Y o r k
S t a t e ,  N e w  H a m p s h i r e ,  V e r m o n t  a n d  N e w  J e r s e y  w i t h  a  c o m b i n e d  g e n e r a t i n g  c a p a c i t y  o f  1 4 0  M W .  T h e
c om pany  a l s o  owns  a  Q S  M W w i nd  f a rm  i n  M an i t oba ,  T he  renewab l e  ene rgy  f ac i l i t i e s  a re  gene ra l l y  f ac i l i t i e s
opera t i ng under  power  purc has e agreements  wi t h  major  u t i l i t i es  t ha t  hav e an av erage remain ing l i f e  o f  18  y ears
T h e  Co m p a n y ' s  1 1  t h e r m a l  e n e r gy  f a c i l i t i e s  a l s o  o p e r a t e  u n d e r  p o we r  p u r c h a s e  a gr e e m e n t s  w i t h  a n  a v e r a ge
rem a i n i ng c on t rac t  l engt h  o f  10  y ea rs  w i t h  a  c om b i ned  gene ra t i ng c apac i t y  o f  320  M W.  T he  Com pany ' s  U t i l i t y
S e r v i c e s  b u s i n e s s  u n i t  o w n s  1 7  r e gu l a t e d  u t i l i t i e s  i n  t h e  U n i t e d  S t a t e s  o f  A m e r i c a  p r o v i d i n g  w a t e r  a n d
was tewater  serv i ces  in  t he s ta tes  o f  A r i zona,  Texas ,  M issour i  and I l l i no is .  These ut i l i t y  operat ing companies  are
r e g u l a t e d  i n v e s t o r - o w n e d  u t i l i t i e s  s u b j e c t  t o  r e g u l a t i o n ,  i n c l u d i n g  r a t e  r e g u l a t i o n ,  b y  t h e  p u b l i c  u t i l i t y
commiss ions  of  t he s tates  in  which they  operate

Business Strategy

Algonquin 's  bus iness  s t ra tegy  i s  t o  max imize long term uni t ho lder  va lue by  s t rengthening i t s  pos i t i on as  a s t rong
renewab le  energy  and  i n f ras t ruc t u re  c ompany .  The  Company  i s  f oc us ed  on  growt h  i n  c as h  f l ow and  earn ings  i n
the bus iness  segments  in  which i t  operates .  A lgonquin  cur rent l y  makes  month ly  cash d is t r i but ions  t o  un i t ho lders
o f  $0 . 02  per  t rus t  un i t  per  mont h  o r  $0 . 24  per  t rus t  un i t  per  annum.  Th i s  s us t a inab le  l ev e l  o f  c as h  d i s t r i bu t i ons
a l lows  f or  both  an immedia te  re turn  on inves tment  f or  un i t ho lders  and re tent ion o f  suf f i c ient  cash t o  f und growth
oppor tun i t i es ,  f und ant i c ipated t ax  l i ab i l i t i es  when the new tax  po l i c ies  a f f ec t ing income t rus t s  are  implemented
and mi t igate the impac t  of  vo lat i l i t y  in  fore ign exchange

A lgonqu in ' s  opera t i ons  are  a l i gned in t o  two major  bus ines s  un i t s : P ower  Genera t i on  8 .  Dev e lopment ,  and  Ut i l i t y
Serv i c es . The t wo bus ines s  un i t s  re f l ec t  t he  Company ' s  bus ines s  s t ra t egy  t o  be  a  l ead ing p rov ider  o f  es s ent i a l
s e r v i c e s  a n d  h o w  A l go n q u i n  m a n a ge s  i t s  b u s i n e s s  a n d  c l a s s i f i e s  i t s  o p e r a t i o n s  f o r  p l a n n i n g a n d  m e a s u r i n g
pe r f o rm anc e

The P ower  Genera t i on  gt  Dev e lopment  bus ines s  un i t  dev e lops  and  opera t es  a  d i v e rs i f i ed  por t f o l i o  o f  e l ec t r i c a l
e n e r gy  ge n e r a t i o n  f a c i l i t i e s .  W i t h i n  t h i s  b u s i n e s s  u n i t  t h e r e  a r e  t h r e e  d i s t i n c t  d i v i s i o n s :  Re n e wa b l e  E n e r gy
Therm a l  E nergy  and  Dev e l opm ent .  The  Renewab l e  E nergy  d i v i s i on  opera t es  t he  Com pany ' s  hy d ro -e l ec t r i c  and
w i n d  p o w e r  f a c i l i t i e s .  T h e  T h e r m a l  E n e r g y  d i v i s i o n  o p e r a t e s  c o - g e n e r a t i o n ,  e n e r g y  f r o m  w a s t e ,  s t e a m
p r o d u c t i o n  a n d  o t h e r  t h e r m a l  f a c i l i t i e s .  T h e  D e v e l o p m e n t  d i v i s i o n  d e v e l o p s  A l go n q u i n ' s  G r e e n f i e l d  p o w e r
ge n e r a t i o n  p r o j e c t s ,  p u r s u e s  a c c r e t i v e  a c q u i s i t i o n s  o f  e l e c t r i c a l  e n e r gy  ge n e r a t i o n  f a c i l i t i e s  a s  w e l l  a s
d e v e l o p m e n t  o f  o r ga n i c  gr o w t h  o p p o r t u n i t i e s  w i t h i n  A l go n q u i n ' s  e x i s t i n g  p o r t f o l i o  o f  r e n e w a b l e  e n e r gy  a n d
t h e r m a l  e n e r gy  f a c i l i t i e s .  T h e  r e n e w a b l e  p o w e r  a n d  t h e r m a l  e n e r gy  ge n e r a t i o n  b u s i n e s s  o f  A l go n q u i n  i s
managed  w i t h  an  emphas i s  on  growt h  t h rough  t he  dev e l opment  o f  green- f i e l d  p ro j ec t s  and  oppor t un i t i es  w i t h i n
A lgonqu in ' s  ex i s t i ng por t f o l i o .  Th i s  i nv o l v es  bu i l d ing on t he  Company 's  ex per t i s e  i n  t he  or i gina t i on  o f  greenf i
r e n e wa b l e  e n e r gy  p r o j e c t s ,  b u i l d i n g u p o n  t h e  Co m p a n y ' s  e x i s t i n g p o r t f o l i o  o f  a s s e t s  f o r  f u r t h e r  gr o w t h ,  a n d
capi ta l i z ing on opportuni t ies  that  may  emerge in  the current  turbulence of  the capi ta l  markets

The  Ut i l i t y  S erv i c es  bus i nes s  un i t  p rov i des  s a f e ,  re l i ab l e  t rans por t a t i on  and  de l i v e ry  o f  wa t e r  and  was t e -wat e r
t r e a t m e n t  i n  i t s  s e r v i c e  a r e a  a n d  p u r s u e s  a c c r e t i v e  w a t e r  a n d  w a s t e - w a t e r  u t i l i t y  a c q u i s i t i o n  o p p o r t u n i t i e s
Bui ld ing on i t s  exper ience in  t he regu la ted water  u t i l i t y  sec tor ,  Ut i l i t y  Serv i ces  i s  a l so  cons ider ing expanding i t s
operat ions  into other regulated essent ia l  ut i l i t ies  such as  natural  gas  dis t r ibut ion and elec t r ic i t y  d is t r ibut ion
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Related party transactions

In addition to the transaction described in note 3 (a) with APMI, the following related party
transactions occurred

APMI provides management services including advice and consultation concerning business
planning, support, guidance and policy making and general management services. in 2008 and
2007, APMl was paid on a cost recovery basis for al l  costs incurred and charged $893
(2007 -SS867). APMl is also entitled to an incentive fee of 25% on all distributable cash (as
defined in the management agreement) generated in excess of $0.92 per trust unit. During 2008
$ni1 (2007 - $770) was earned by APMl as an incentive fee

As part of the project to re-power the Sanger facility, the Fund entered into an agreement with
APMI to undertake certain construction management services on the project. APMl is entitled to
a development supervision fee plus a performance based contingency fee for its construction
management role on the project. During 2008, APMl was paid $23 (2007 - $98) for development
supervision. During 2008, the Fund accrued $674 as the final fee owed to APMl with respect to
this project. This fee has been accrued and is included in accounts payable on the consolidated
balance sheet

The Fund has leased its head office facilities since 2001 from an entity owned by the shareholders of
APMI on a net basis. Base lease costs for 2008 were $296 (2007 - $296)

On March 10, 2008, the Company advanced $225 to the Trustees for purposes of enabling the
Trustees to purchase additional Units of the Company. The loans are subject to promissory notes
issued in favour of the Company which are repayable upon demand, currently bear interest at 3% per
annum, and are recorded as a reduction in Trust Units on the consolidated balance sheet. During
2008 a principal repayment of $8 was made. (2007 - $nil) (note 13)

The Fund utilizes chartered aircrafts, including the use of an aircraft owned by an affiliate of APMl
Airiink. in 2004, the Fund entered into an agreement and remitted $1 .3 million to the affiliate as an
advance against expense reimbursements (including engine utilization reserves) for the Fund's
business use of the aircraft. Under the terms of this arrangement, the Fund will have priority access
to make use of the aircraft for a specified number of hours at a cost equal solely to the third party
direct operating costs incurred when flying the aircraft, such direct operating costs do not provide the
affiliate with any profit or return on or of the capital committed to the aircraft. During the year, the
Fund incurred costs in connection with the use of the aircraft of $332 (2007 - $422) and amortization
expense related to the advance against expense reimbursements of $90 (2007 " '
December 31, 2008, the remaining amount of the advance was $818 (2007 - $908)

85168)

Up to August 1, 2008, the Company had project debt from Highground (previously Algonquin
Power Venture Fund) in the amount of $3,000 related to the St. Leon facility. Highground
advanced $1,600 at a rate of 11.25% as part of the initial financing of the St. Leon facility and
advanced $1,400 at a rate of 9.25% during the first quarter of 2007. These amounts have now
been eliminated on the Consolidated Balance Sheet of the Company due to the acquisition of
Highground (Note 3 (a) and note 10)

Up to July 31, 2008, Highground was paid $150 (2007 - $150) in interest related to debt
associated with the St. Leon facility. Some of the directors and shareholders of APMl were also
directors, officers and shareholders of the manager of Highground

In accordance with the construction services agreement related to the St. Leon facility GWAP, a
company control led by APMl, was paid a f inal payment of $134 (2007-$845) in 2008 for
construction services. In 2008, the Fund also paid $nil (2007 - $1 ,353) to GWAP on a cost recovery
basis related to ongoing operating expenses of the project
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Related party transactions (continued)

Pursuant to the St. Leon Limited Partnership Agreement, in 2006, St. Leon Wind Energy LP ("St
Leon LP"), a subsidiary of Airsource and the legal owner of the St. Leon facility, was required to
issue 100 Class B units to GWAP. The holders of the Class B Units are entitled to 2.5% of the
income allocations and cash distributions from St. Leon LP for a 5 year period commencing after
June 17, 2008, two years after the date the facility achieved commercial operations pursuant to
the PPA. Such income allocations and cash distributions shall be increased by 2.5% for each
successive 5 year period, to a maximum of 10.0%. in any particular period, cash distributions to
the holders of the Class B Units are only to be made after distributions have been made to the
other partners, in an aggregate amount, equal to the debt service on the outstanding debt in
respect of such period. The holders of the Class B units are entitled to cash distributions of $288
for the year ended December 31, 2008 (2007 - $nil)

AirSource has agreed to reimburse AirSource Power Fund GP Inc (the "GeneraI Partner") of the
AirSource Power Fund I LP for reasonable costs incurred by it in acting as registrar and transfer
agent and in attending to the administration of the Partnership, as required in the Partnership
Agreement. The general partner was paid $niI during the year ended December 31, 2008
(2007 - $11)

Pursuant to the agreement entered into on June 27, 2008 between the Company, Highground and
CJIG (Note 3(a)), APMI is entitled to a fee of approximately $240 from the Company. This fee has
been accrued and included in accounts payable on the consolidated balance sheet and is included in
transaction costs of trust units issued

APMI is entitled to 50% of the cash flow above 15% return on investment for the BCI project pursuant
to its project management contract. During 2008, no amounts were paid under this agreement
However, APMI earned a construction supervision fee of $100 in relation to the development of this
project



RIO RICO UTILITIES, INC.
DOCKET no. WS-02676A-09-0257

RESPONSE TO STAFF'S FOURTH SET OF DATA REQUESTS

November 20, 2009

Response provided by: Gerald Tremblay
EXFHBIT

»-»*

Title: Director of Finance

Company Name : Algonquin Power Income Fund

Address: 2845 Bristol Circle
Oakville, Ontario Canada L6H7H7

Company Response Number: GWB 4.2

The Company's responses to GB 3.2 and 3.10 indicate that provided amounts are
based on the 2008 budget. Please provide a schedule that shows the corresponding
actual amounts for the test year ended 12/31/08.

Please provide supporting documentation for the actual amounts expended
and subj et to allocation for the test year.

Please explain in specific detail the reasons that the amounts allocated were
of benefit to the customers of Rio Rico.

d.

e.

For allocated depreciation expense, please provide a schedule of plant that
is being depreciated, the corresponding depreciation rates, and depreciation
expense by plant group.

Line 21 of the APT Cost Allocation tab indicates a conversion rate of 1.0
"Based on December 2007 Bank of Canada Average Rate". Please provide
a schedule of the Bank of Canada Average rate for each month since the
end of the test year to present and show supporting calculations of the rate
for the month. Please provide any reasons that any subsequent changes in
the Canadian dollar versus the US dollar should not be considered in the
valuation of amounts allocated /ram Canada and ultimately reflected in the
revenue requirements calculations.

Page 14 of the 2008 report for the Algonquin Power Income Fund indicates:
At December 31, 2008, the Company had effectively hedged 100% of its
expected 2009 U.S. dollar cash flow at $1.13. Please provide any reasons
that a conversion rate of 1.13 should not be applied to any expenses
approved in this proceeding for activity in Canada.

9

Q.

22561421

b.

a.

c.

2



OBJECTION: RRUI objects to this data request because it is overly burdensome
The Company believes it has submitted more than adequate information to support
its allocation of a pro rata share of actual costs. The information requested by this
data request would require the Company to produce thousands of pages of additional
documentation from one or more third-parties. As a result RRUI proposes to
provide invoices above $5000 for the build up of the corporate costs and a detailed
GL listing of the total build up. If, thereafter, Staff would like to see any specific
invoices under S5000, Staff may request those specific invoices and the Company will
make a reasonable effort to promptly provide them

Legal invoices are not being provided because they contain information that is
subject to the attorney-client privilege. However, Staff may arrange to revllew the
invoices by contacting the Company's legal counsel, Attn: Whitney Birk at 602-916
5720. The proposed manner of review of legal invoices is the same as used by Staff
and Fennemore Craig in other rate cases. The Company reserves, and in no way
intends to waive the attorney-client privilege with respect to the production of these
documents, which are being made available for review to allow Staff to verify
amounts incurred by the Company on matters that may be included in rate case
expense and/or the Company's operating expenses

RESPONSE

Please see the attachments for supporting invoices greater than $5,000. The
Company notes that actual costs have exceeded budgeted costs Hy
$1,319,182 and that an adjustment will be made to the amount allocated to
Rio Rico's by $30,761 to adjust for actual amounts spent

Rent Expenses- these expenses account for corporate rent of APT
staff at the offices located in Oakville, Ontario, Canada. These
expenses benefit the rate payers of Rio Rico Utilities, as the staff
provide accounting, operations, and strategic services to Liberty
Water

Audit Fees -- the rate payers of Rio Rico benefit from audit fees as
the Company has increased financial rigor and controls surrounding
its financial reporting and financial health. Further, it is a
requirement of the parent of Rio Rico to have annual audits
Without these audits the Fund and, in turn, Rio Rico ratepayers
would have extremely limited access to capital. Further, the audits
also ensure that rate case procedures can be expedited as Staff and
Interveners are able to rely on information provided

2256142.1



Tax Services - These fees are for tax provision calculations and tax
return preparation, and are required in order for the Company to
remain compliant. These are fees Rio Rico rate payers would likely
pay (and likely pay more for) were it a standalone company

Legal Fees - Council for review of audited financial statements
annual information font, SEDAR filings, review of contracts with
credit facility, BLAKES, listed in the annual report as prime legal
council. As mentioned above, the Rio Rico rate payers benefit from
these fees as they provide the Fund, and in tum, RRUI, access to
capital and reliance on financial information that is produced

Other Professional Services - These services mainly relate to
maintenance of the ERP system, payroll system, 401k services, and
Health and Benefit services. The allocated cost to RRUI is essential
because RRUI must utilize the ERP system for proper record
keeping as well as an upgraded payroll system to pay the operators
These services are essential to running a utility, and therefore
provide benefit to the rate payers

Management Fees .-. The Rio Rico ratepayers receive the benefit of
management services including strategic advice and consultation
concerning business planning, support, guidance and policy making
and general services. These expenses are critical to ensure the on
going health and sustainability of RRUI

Unit Holder Communications - The Income Fund (RRUI's parent) is
a publicly traded entity on the Toronto Stock Exchange. The Income
Fund is obligated under securities law to report regularly on the
Fund's financial condition to the unit holders. Communication costs
are associated with the issuance of the quarterly and annual
reporting, as well as the annual information form, the management
discussion and analysis, and press releases. A publicly traded entity
the Income Fund must incur these costs in order to have access to the
capital markets. RRUI benefits from this because it ensures that
access to capital is available for its ongoing capital needs. The
access to said capital would not be available without incurring these
costs

Trustee Fees - The board of Trustees represents the unit holders
The board approves financial statements, provides corporate
governance, is part of the audit committee, and oversees the strategic
direction and overall health of the Income Fund. This board is
required for publicly traded entities. As mentioned above, these

2256142,1



costs provide a direct benefit to the rate payers of RRUI as they
ensure ongoing access to capital

viii. Office Costs - These costs are associated with the day to day
operating activities such as maintenance, development and
purchasing for the computer systems, stationary materials, property
maintenance. service awards, and other ad hoc costs. RRUI requires
the use of corporate systems and support from the corporate office in
order to operate

License Fees and Permits - These costs include TSE (Toronto Stock
Exchange) listing fees, SEDAR Filing fees, Standard and Pools fees
for rating, which are standard costs associated with Publicly traded
entities. Some of these costs are related to donations and as a good
corporate citizen. These costs benefit the rate payers of RRUI as
they provide access to capital, and provide public relations benefits

Escrow & Transfer Agent Fees .- CIBC Trust Company is the agent
that perfonns all distributions to the unit holders and convertible
debenture holders. A publicly traded entity, the Income Fund must
incur this cost in order to have access to the capital markets. RRUI
benefits from the Fund's having access to the capital markets, which
in turn ensures its health as a utility

Depreciation - These costs are for depreciation on equipment that is
used to serve customers of Liberty Water utilities, including Rio
Rico. Equipment includes: computer equipment, server equipment
software, shelving units, office furniture, office security system, all
of which relates to the Oakville Office located inCanada

Please see attachment 4.2.a, tab "Depreciation

Please see attachment 4.2.d. Supporting calculations are not available since
they are imputed by the Bank of Canada. The Company notes that the
value of the Canadian dollar versus the US dollar fluctuates significantly
The Company is not opposed to using the most up to date rates, so long as
Staff and the Commission acknowledge that rates will need to increase
during periods where the Canadian dollar appreciates versus the US dollar

The reference to the hedge on page 40 is only one part of the equation of
offsetting fluctuations in exchange rates. As can be seen on page 41
Algonquin expects to have a loss on this currency transaction. Further, the
loss can be minimized or increased by fluctuations in the currency. A
hedge may be subject to gains or losses and should not be used as a single
point of translation

2256142.1



The Company would also like to point out the APIF hedging policy is to
hedge on its net cash exposure and not on direct revenue or expenses

2256142.1



Remit
ALGONQUIN POWER SYSTEMS

O a k v i l l e ,  O N  L G H  ' 7 H 7
( 9 0 5 )  4 6 5 - - . 5 0 0 E x t .
P>i l1 ' l  To
A l g o n q u i n  p o w e r  T r u s t :

Oakville

7/29/2008

Admin

J o b  N u m b e r

D a v i d  K e r r
B r i s t o l  C i r c l e

B r i s t o l  C i r c l e

ON L61-I 7H7

JC37171

Invoice Number

0 0 2 - 9 9 9 9 0 6 - 3 2 1 7

0 0 0 0

Cus t z o rne r  O rde r  Num be r

Jc>b Name

D e s c r i p t i o n

Quantity

Invoice

Wind Development

O a k v i l l e  I  O N  L G I - l  7 H ' 7

J o b  A d d r e s s
2 8 4 5  B r i s t o l  C i r c l e

Customer Number

00 ZAPTCDN

Unit Chg

net Terms

N e t  3 0

Billable Amount

4

4 L/

119.53
Talus Mob/mIKE/Burlington/PoB S30

119 . 53
TELEPHONE sf COMMUNICATION

464 . 70
LI CENSES AND FEES

464 . 70

Jocelyne Chardon
553.08

Roger Orel let LICENSES AND
540 . 76

Philippe D'Ast:ous LICENSES AND
478 _ SO

`D'Astous LICENSES AND
435 *40

C l e m e n t  D ' A s t : o u s LICENSES AND
411 .44

C l a i r e  L a v o i e LICENSES AND

553.08
FEES
540.76
FEES
478.58
FEES
435.40
FEES
411.44
FEES
394.00 394 . 00

N o r m a n d  D u k e LICENSES AND FEES
691 .24

F e m m e  S i n d a m a s  I n c . (Her m an  Gen ar o LICENSES AND
74'/.74

G r o u p  D e  D a m a b o i s  a / s  M a r t i n  L a LICENSES AND
604 . 46

H e r m a n  C a r o n LICENSES AND

691.24
FEES
747.74
FEES
604.46
FEES
610.12 610 .12

Harr is son LICENSES AND FEES
a32 v 88

Bernard Harrisson LICENSES AND
835 . 88

B e r n a r d  H a r r i s s o n  &  J e a n n e - A i m e e  s LICENSES AND
393 . 80

Serge Tardif LICENSES AND
590.14

Regis Pelletier LICENSES AND

Roland Desrosiers LICENSES AND
540 . 46

C a r o l  G a u t h i e r LICENSES AND
611 .10

Bernard Deschenes LICENSES AND

8 3 2 . 8 8
FEES
8 3 5 . 8 8
FEES
3 9 3 . 8 0
FEES
5 9 0 . 1 4
FEES
5 8 5 . 5 2
FEES
5 4 0 . 4 6
FEES
6 1 1 . 1 0
FEES
3 8 5 . 7 5
FEES

385 - 75

Y v e s  R o b i t a i l l e LICENSES AND

QCD*



509.40
lies Langlois LICENSES AND

523 . TO
CI rude Berube LICENSES AND

517.04
Roland Gauthier LICENSES AND

426 .36
Armand St-Louis LICENSES AND

730 . 58
Ernilien Siward LICENSES AND

379 . 98
Gerard Savard LICENSES AND

509.40
FEES
523.60
FEES
517.04
FEES
425.36
FEES
730.58
FEES
379.98
FEES
S60.00
FEES

560 . OO
Harris son LICENSES AND

Admin. Total 14 | 473 . 54

Billing Amount
Retention Withheld

Retention Due

$14,473.54

Subtotal $14,473.54

GST Number 13248 7463 RC0001 1 863 .48

pay This Amount $16,337 . oz

88429986
8.f'f3?\8§G

I/£0/4 -9"¢"4>/>/
W

I/¢%'»~/ - ~ 4 % w ~ - 7'€?-¢4!¢*
/.» ;, .'7 .*.
/' ~_ s

,...»"""

-*.@,z'~-8;.2'3w
CGST £3988



4/26/2008 JC36162

0akv iHe ON L6H 7H7
(905) 465-4500 Ext. 0000
B111 To
Algonquln Power Trust - CDN

Subcontractors

FEB1.08-mAR23_08 EXPENSE REPOR

Apri 1 Meyer

MAR24.08 EXPENSE REPORT

Gaelan Mercier

Remit To
ALGONQUIN POWER SYSTEMS

Market D'Auteu11

Travel & Disbud

0akv1Ne ON L6H 7H7

David Kerr

2845 Br1 sto1 C1 rc1e

2845 Bristol C1 rc1e

Adm n

Job Number

Invoice Number

002-999906~3217

Customer Order Number

Job Name

Description

Ouarmtity

Ouantity

Quantity

Invoice

WE nd Devil prent

Travel 8 Disbar Total

Job Address
2845 Bristol Circe

05kV~]llll€_ ON L6H 7H7

Customer Number Net Terms

002APTCDN

Subcontractors Total

AIRFARE 8 OTHER TRANSPORT

560 .00

DAM/PENSTOCK

Vehicle M11 eage

Unit Chg

Unit Chg

Unit Chg

Net 30

QS

BWUQID 4\mQu4€£
8- 8

560.00

BiHab1e Amount

BiHab1e Amount

33=»  29

88 % w:

f / QMMJ

560.00

9

SCADA
Tel us

119 . 53

TELEPHONE 8 COMMUNICATION

119.53
mob/mIKE/Burx1 norton/POB 530



Talus Mob/MIKE/BurHngtorvpOB 530
CREDIT
TELUS Mob(0sT)mIKE-But"1 ing/5300 PT

Te1 us Mob/MIKE/BurHngton/POB 530
CREDIT
TELUS Mob(0ST)MIKE-Burling/5300 PT

159.42
TELEPHONE 8 COMMUNICATION

159.42
TELEPHONE & COMMUNICATION

185.68

TELEPHONE & COMMUNICATION

185.68
TELEPHONE & COMMUNICATION

265.27
TELEPHONE & COMMUNICATION

265.27
TELEPHONE 8 COMMUNICATION

5.250.00

159.42

159.42

185.68

185.68

265.27

265.27

5.250.00

1.044.00

Te1 ebec Mobillte

CREDIT

TELUS mQb<0sT)m1KE-Burt1ng/5300 PT

FEE FOR HONI CONNECTION IMPACT

Hydro One Networks Inc

FEBl.08-MAR23,08 EXPENSE REPOR

ApriT Meyer

LICENSES AND FEES

1.044.00
Training-Tech

Admin. Total 6.413.53

B1]'llng Amount
Retention wmhheld

Retention Due

$6.987.75

Subtotal

GST Number 13248 7463 RC000l

$6.987.75

899.68

$7.887.43Pay This Amount



CHEQUE REQUISITION FORM

Company 9 1 1 1 4 9

Wbwef
Vendor (Payable To) UflQlA<,zfI 0 I  MC .

~TAN \€l9Y

Vendor's Address

Amount Cdnl$ orUS$

Description 6 4 >  6 ` w A w  M 9 m +  + ' - e e I 3 , 6 3 4 <9 <

Inv a009 , OF» 1+

Project G/L Acct NO 3609 . t. ocoogv 5 1 1 0 Dc»@o

Requested By

Approved By

Do not write below this line

Paid on

Cheque No



Invoice

Remit
ALGONQUIN PDWER SYSTEMS

Bristol Circle

Qakville ON L6H 7H7
(905) 465-4500 Ext. 0000

To
Algonquin Power Trust

Job Address
2845 Bristol Circle

David Kerr
Bristol Circle

Oakville, ON L61-I 7H7

Oakville ON L6H 7H7

Invoice Number Customer Order Number Customer Number Net Terms

5/31/2008 JC36554 00 ZAPTCDN Net 30

Description

Job Number 002-999908-3765 Job Name APT-St . Leon Exp Pre~Con . Activ

Labor Quantity Unit Chg Billable Amount

Homer Lensing 125 , 00

April Meyer

Apri 1 Meyer

April Meyer 105 . 00

April Meyer 210 . 00

April Meyer

April
V598 9.19 c
42

April 105 . O0

April 315 . 00

April 105 , O0

April

RECEIVED

5731 my'
czowssnux?

Meyer

* /170

APPHGVED
Meyer 105.00

April Meyer 157 . 50

ii)

ll'Z70-48'/0-008?550
cosrcon§ of

low.OFApril

April

Meyer

Meyer 105 . 00

April Meyer 105.O0

April Meyer 210 . 00

Arri l Meyer 105 . O0

April Meyer 105 n 00

April Meyer 682 . 50

A}.3ril Meyer

OF

125.00
CDN-DIVISION MGR-CDN JOB

105.00
CDN-TECH LEADER-CDN JOB-T

105.00
CDN-TECH LEADER-CDN JOB-T

105.00
CDN-TECH LEADER-CDN JOB-T

105.00
CDN~TECH LEADER-CDN JOE-T

105.00
60K-TECH LEADER-CDN JOB-T

105.00
CDN-TECH LEADER-CDN Jos-T

105.00
CDM-TECH LEADER-CDN JOB-T

105.00
CDM-TECH LEADER-CDN JOB-T

105.00
CDE-TECH LEADER-CDN JOB-T

105.00
CDM-TECH LEADER-CDN JOB-T

105.00
TECH LEADER-CDN JOB-T

105.00
CDW-TECH LEADER-CDN JOB-T

105.00
TECH LEADER-CDN JOB-T

105.00
CDN-TECH LEADER-CDN JOB-T

105.00
CDN-TECH LEADER-CDN JOB~T

105.00
CDN-TECH LEADER-CDN JOB-T

105.00
CDN-TECH LEADER-CDN JOB-T

105.00
CDN-TECH LEADER-CDN JOB-T

105.00
CDN-TECH LEADER~CDN JOB»T

467 . 50



April Meyer 105 . 00

Apr ii Meyer 210 . 00

April Meyer

105.00
CDN-TECH LEADER-CDN JOB-T

105.00
CDN-TECH LEADER-CDN JOB-T

105.00
CDN-TECH LEADER-CDN JO8-T

210 . 00

Harrow 297 . 50
CDN-SENIOR PM- CDN JOB -TEC

Harrow 170 u 00
CDN-SENIOR PM-CDN JOB - TEC

Harrow 170.00
CDN- SENIOR PM-CDN JOB-TEC

Harrow 340 . 00
CDN-SENIQR PM-CDN JOB-TEC

Harrow 255.00
CDN- SENIOR PM- CDN JOB-TEC

Harrow 297 1 50
CDN-SENIOR PM-CDN JOB-TEC

Harrow 170 . 00
CDN-SENIOR PM-CDN JOB-TEC

Harrow 255 . 00
CDN-SENIOR PM-CDN JOB-TEC

Harrow 170 , 00
CDN-SENIOR PM- CDN JOB- TEC

Harrow 170 00
CDN- SENIOR PM- CDN JOB -TEC

Harrow 170 - O0
CDN-SENIOR PM-CDN JOB -TEC

Harrow 255 . 00
CDN-SENIOR PM-CDN JOB ... TEC

Deina Tome s cu
CDN-ADMINISTRATION- CDN JO

Deina Tome s cu

Griffin 125 . 00

Griffin 125.00

Griffin 125 . 00

Griffin

CDN-ADMINISTRATION-CDN JO
125.00

CDN-DIVISION MGR-CDN JOB
125.00

CDN-DIVISION MGR-CDN JOB
125.00

CDN-DIVISION MGR-CDN JOB
125.00

CDN-DIVISION MGR-CDN JOB
125 . 00

April Meyer 270 1 00
CDN-TEAM LEADER-CDN JOB-M

Fairfield
CDN-TEAM LEADER- CDN JOB -M

Fairfield 360 . 00
CDN - TEAM LEADER .- CDN JOE-M

Fairfield 180 . 00
CDN-TEAM LEADER-CDN JOB-M

Fairfield 180 . 00
CDN-TEAM LEADER-CDN JoB-1v1

Fairfield 180.OO
CDN - TEAM LEADER- CDN JOB -m

Fairfield
CDN-TEAM LEADER-CDN JOB-M

Fairfield
CDN-TEAM LEADER-CDN JOB-M

Fairfield
CDN - TEAM LEADER- CDN JOB - M

Fairfield
CDN-TEAM LEADER-CDN JoB-1v.l

Fairfield
CDN-TEAM LEADER-CDN JOB-M

Fairfield
CDN - TEAM LEADER - CDN JOE - M

Fairfield 270 . 00
CDN-TEAM LEADER-CDN JOB-M

Fairfield
CDN-TEAM LEADER-CDN JOB-M

Fairfield 225.O0
CDN - TEAM LEADER- CDN JOB M

Fairfield 135 . 00
CDN -TEAM LEADER- CDN JOB -m



Fairfield
CDN-TEAM LEADER-CDN JOB-M

Fairfield
CDN-TEAM LEADER-CDN JOB-M

Fairfield 180.00
CDN-TEAM LEADER-CDN JOB-M

Fairfield 180 | 00
CDN-TEAM LEADER-CDN JOB-M

Fairfield
CDN-TEAM LEADER-CDN JOB-M

Fairfield 180 . 00
CDN - TEAM LEADER .. CDN JOB - M

Fairfield 270 . 00
CDN-TEAM LEADER-CDN JOB-M

Fairfield 270 . 00
CDN - TEAM LEADER .. CDN JOB -m

Fairfield 270 , 00
CDN - TEAM LEADER - CDN JOB -M

Fairfield 630 . 00
CDN - TEAM LEADER-CDN JOB -m

Fairfield 1 .530 . 00
CDN-TEAM LEADER-CDN JOB-M

Fairfield
CDN - TEAM LEADER -CDN JOB -M

Fairfield
CDN-TEAM LEADER-CDN JOB-M

Fairfield
CDN - TEAM LEADER - CDN JOB - M

Fairfield
CDN-TEAM LEADER-CDN JOB-M

Gaetzan Mercier
CDN-PM-CDN JOB-IVIAINT

31870 wow Dao I Labor Total 15 I 695.00

Subcontractors Quantity Unit Chg Billable Amount

371 . 50
Stantec Consulting Ltd (SCL)

15 . 371 . 50
DAM/PENSTOCK

125 . 00
POWER HOUSE/BUILDING

125 . O0
Phoenix Engineering

496 , 50

3/670
Travel & Disbar

Subcontractors Total

1790 pf 0276 Z)
Quantity Unit Chg Billable Amount

f Uuv9-'179798 206 . 43
Fairfield 91408

2 O6 . 43
VEHICLE RENTAL

Fairfield VEHICLE RENTAL
173 . 09

VEHICLE RENTAL
173 u OF

Fairfield

Fairfield VEHICLE RENTAL

Fairfield VEHICLE RENTAL

Sean Fairfield MEALS
9,7620 12970- 15219620

Fairfield MEALS

Fairfield MEALS

Sean Fairfield

Fairfield MEALS

Fairfield MEALS

Fairfield MEALS

I/0-/017017
211 . 86

ACCOMMODATIONS
211 . 86

Fairfield O  9 1 7 9



9/4 440 9990* 9 Z7Z7C`) 121 . 79
ACCOMMODATIONS

121.79
Fairfield

Fairfield vehicle Mileage

Fairfield 5514% www 016700 Vehicle Mileage

Travel & Disbar Total 915 . 42

Admin Quantity Unit Chg Billable Amount

690 . 00
Trade Commerce

690 . O0
Office Supplies

104 .40
REPRODUCTION

104 . 40
Colette Labossiere

Colette Labossiere
437 . 20

Colette Labossiere
140 . OO

Colette Labossiere

REPRODUCTION
437.20

REPRODUCTION
140.00

REPRODUCTION
703.85 703 . 85

Times
550 . 00

Fa rm Bus ness Communicate ions

REPRODUCTION
1 | 550 . 0 0

REPRODUCTION
1 550 , o0

REPRODUCTION
550 .00

Farm Bus ness Communications
152 . 10

Liver the
169 . 00

Liberty
559 . 81

Centuple Printing

152.10
REPRODUCTION

159.00
REPRODUCTION

1,559.81
REPRODUCTION

676.00
REPRODUCTION

676 | 00
western Canadian

Admin. Total 790 .36

so I*ILIQ q w D U 0 o
Billing Amount

Retention Withheld
Retention Due

$41,897.28

Subtotal $41,897.28

GST Number 13248 7463 RC0001 2 O94 . 87

pay This Amount $43,992.15



Cheque Requisition Form

Date Company

Vendor(Payable to)

Vendor's Address

Amount

4

or US$

Description

Project G/L Acct. No
l1ff 1 -`9'<&*."'L7'(*I

Your Signature

Approval

Do not write below this line

Paid 011

Cheque No

I



Cheque Requisition Form
QGFEM I l<oL

Date Company$34

48 f8Mll l l<<>\l»  44z>o1"@t» cmm
| X/

Vendor(Payable to)

Vendor's Address

Amount Cdn$7 or US$

Description \~ N\<734As~&,

Project G/L Acct. No

Your Signature

USE

Approval:

Do not write below this line

Paid on

Cheque No

l I



ID WAC%

Sponsorship Opportunities
For Your Business

Phizhwn 95000

.elver

Bali .S`pon.ror 2008 SOLD

'l bfmia/r/4 re/ Eimd 5500

I lo/e .S]>1m.rnr

D iris/al Golf iv'

I 9112/41 Fauna;//e

Platinum Sponsorslup--$5000
Each Platinum Opportunity includes

Four complimentary players and dinner Ar the e\ ant

Exclusive Wine or Cocktail reception sponsorship or Henri

exclusive Sponsorship of Dinner

l° lull page advertisement in program, banner opl>or1umt1e~

and mention in dl pre and post even! media

Gold Sponsorshp-$4000
Each Gold Opportunity includes

Four complimentary players and dinner .Ir the event

Sponsorship of on Course game, Range or G » If Cans

1 /2 page advertisement in program, hole Signage and men

son in all pre and post event advertising

SilverSponsnrslup-$3000
Each Silver Opportunity includes

Two complimentary players and dinner at the event

Sponsorship of beverage carts, event water, registration

orca. breakfast or silent auction

Company Logo in program and mention in all pre and post

event advertising

Bull Sponso r  Rogers Wireless Commuuic.11iuna lm.
As Ball spoor at the tournament your company logo will

be primed on a slccw c of balls for every player

Friend of the 1bum.mu.~n1-$500
Signage at one hole and Logo in program

Hole Sponsonbip-$300
Signage at one hic on course and listing m event program

4
O s p r e y  V a l l e y  R e s o r t s

-v *I ..¢. -1-11.. - *llll¢¢..

Wfrual Golfer - $150 each
This is a new concept
If you are unable lo play or unavailable for our tournament you

still be a part of our event

By douanng $150 per single, $300 for a twosome; $450Pei

threesome, and $600 per foursome

Abbcyficld will issue n tax receipt to each Virtual Golfer for the

full amount. Virtual Golfers will be listed on a program to be at

each dinner setting. Virtual Golfers will be entered into dray. s

and receive email updates on the net results of our tournament

and who our PIl.7c miners were

1/00, QQ/ (9 618/{{qA1'l( re



Sales / Invoices SALES000000000290064

PrivateGompanies
2845 Bristol Circle

Oakvil ON LSH 7H7
Date 1/28/2008

Rlqonguin Bower Trust
2845 Bristol Circle

Oakville ON LSH 7H7

Purchase Order Customer ID
003AP'l

Salesperson ID Shipping method
AR

Payment Terms ID

management Fee - January .2008 $72,406.42

Subtotal 406.42

$5 068.45
Freight
Trade Discount
Payment
Total Due $77, 474.87



System
User Date-

vendor ID:

Ranges
Document Number
Document Date

Origin

Sorted By :

Voicled

Voucher/ Payment Number

Document Date/Type

12/15/08
12/15/08

1100AM1

Document Number

2:30:16 PM

First
First
First

Algonquin Power Management Inc

Due Date Disc Date Transaction Description

Doc Date

ALGONQUIN POWER INCOME FUND
TRANSACTION INQUIRY REPORT

Payables Management

T O

Include - Open

Original Amount;

User ID-

Currency ID

Unapplied Amount

JAN ETYEUNG

Open 290 .. 0C'i'08
000000000000C7449069

$78,307.55
11/29/08

10/30/0B $78,307.55
Management Fee Oct08

11/30/08 $78,307.55
Management Fee Nov08

$78,307,55NOV08
000000000000G7449070 12/30/08

Total Do<:umenl;s



PROJECT oAts RATE AMOUNT

1100-9840-0075 - Algonquin Utilities Strategy

1100-9840-0076 - Northern Utilities Acquisition

1100-9840-0073 - PPL Acquisition
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644, 4676949

3 600
/9 cc

i"»"~ ran
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1

19

3

$1,000

$1,000

$1,000

$1,000

$19,000

$3,000

$23,009

$1,150

$24,150

Paul Dalglish

233 Melrose Ave
Toronto. ON M5M 1Y9
Phone 416-540-3082 INVOICE #ALG-2008-01

DATE: MARCH 5. 2008

TO
Algonquin Power
2845 Bristol Circle
Oakville. ON L6H 7H7

Consulting Services for January 2008

SUB-TOTAL

GST @ 5%

TOTAL

Make all checks payable to Paul Dalglish

GST #: 83178 6413 RT0001

MAR a 8 2088



INVOICE

Date I -Nov-08

Landlord Algonquin Power Property Limited Partnership

Tenant Algonquin Power Trust

Monthly Rent
$ per Square Foot Square Footage Total

Basic 14.981.32 24,656.76

Sub»TotaI 24,656.76

GST (#88208 3017 RT0002) 232.84

s 255889_59
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GrantThomton

October 31. 2008

Mr. David Bronicheski
Chief Financial CW
Algonquin Power lnoeme FLed
2845 Bristol Circle
Oakville CN
L8H 7H7

Remit To: Grant Thornton LLP
350 Burrlhamthorpe Road West
Suite 401
Mississauga, CN L5B 3J1

BN 12194 0282 RT0001

CLIENT # 5oooo

TO PRGFESSKDNAL SERViCE$ INVOICE # 223826

Review of September so, 2008 quarterly Canadian and us tax provisions $8,110.00

Administration Fees 3.5% 283.85

$8,393.85
419.69

$8,813.54

» » ..» ~,

?€ 18150 6144 ii
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¢ \ f ¢ 4 m a g q s s . . ¢

C lm 49946%

Mm
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A 95/40

N/l9h'l" La IM/ IN/"
*4t  34» ¢

aiuinq Address
Raya! Bank Plaza
200 Eay St, Box 55
19th Fkscf South Tamar
Toronto ON M5J 2P9
T416-3660100
F415-360-4949
E Toranto@GrantThc>m!on.ca
W www.Granlli'hc» ruton.ca

Make payment(s) payable to Gran! Thornton LLP

Auzm Tax Advisory
Grant Thoentan LLP A Canadian lvielninar of Grant Thnmtovx lnicrnalicuml Lai PJ! acwvnls: ouistssrsclirrg over 39 nays will be dragged interest :H [he tare of 1 1i2*/5 per xnnnih §i8'5'E.»  pa: annum} uM!! pair



Invoice No 43139627
Reference

Client

CA001-11553398
60110711

June 26. 2008
KPMG LLP
Suite 3300 Commerce Court West
189 Bay Street
Toronto ON MSL 1B2

PRIVATE AND CONFIDENTIAL
Algonquin Power Income Fund
2845 Bristol Circle
Oakville.ON L6H 7H'1

Telephone

Telefax

(416) 777-8500

(416) 777.8818

GST/HST Number 122363153 RT0001

OST Registration 1023774310 T00001
Attention : Mr. David Bronicheski. Chief Financial Officer

Contact

Telephone

John Krukowski

415-777-8579

For Canadian tax services rendered for the period ending January 3 I, 2008

OUR FEE $ 7,700.00

385.00

INVOICE AMOUNT s s.n8s.00

Q?

RECENE

' (29 (02

VENDOR ID

G.'L DODE

:too I \c>ooJ.O;>c>Q .80.8|g6>_ z>oz>@
Appf€C~£iEt>

pAiD COST CODE

Payment Is Alie upon recap

Clccfhwa



Algonquin Power Group
Canadian tax services billing details to January 31, 2008

Describe>tion of work Amount Billed to

Assistance provided with vespccl lo the tax audit by CRA of APFC for the yezus from 2001 to
2005 including the following 42.900 APFC

Reading the information request from the CRA auditor, various discussions with APFC
regarding the information requested and approach

Various discussions and researchregarding taxation years that arc statute barred andCCPC

status, request for signing of waiverby the CRA auditor

Various discussions regardingsettlement ofFranklinNotes, research tax implications and

prepared for appropriate reply to CRA auditor's questions, deductibility of legal fees

Carrying out a review of management agreerncnt, various discussions regarding allocation of

management fees to US companies

Read CRA auditor's letter regarding information required and issues raised. review of letter
prepared by the Fund in response, several discussions, research and preparing response to

CRA's letter

Attendance at a meeting with CRA auditor' to discuss the issues raised by him and providing

our' comments thereon

Review of schedule prepared by the Fund after incorporatingCRA's proposed adjustments and
claiming CCA lo minimize tax impact in the taxation years subject to audit

Review of notices of reassessments issued by CRA and discussions lo compare with the
adjustments proposed by the CRA auditor

Review of notices of rensscssments issuedby Ontario in l`¢spol1s¢ to federal adjustments
research for filing of notice of objection,discussions with Luisa regarding missing notice of
assessment; compared with CRA's adjustments

Services related to potcntinl acquisitions of PPL Gas Utilities and Northern Utilities, Inc
including assistance with developing struetming alternatives, assistance with due diligence
and modeling issues. numerous emails, discussions and meeting thcrenn

Algonquin
43.000 America

43]/0£i4Preparation of revised steps memo for in-house loss utilization plan involving APEFW/APPC
and providing revised analysis including results of research on affiliation: rules. research fox
general Ami-avoidance rules ("GAAR° ')and other related matters during the period

300 APFC

3.500 Airsourcc

Assistance provided in reviewing draft TO tax return and the infonnntiou for CDS reporting
purposes of Algonquin Airsource LP for the yet' ended December 3 l , 2006, including various
discussions with Peter Knmpistn thereon
Various follow up discussions and providing additional information as requested by the CRA
for Tl 134s filed under the voluntary disclosure progrmn for prior ycttrs, review of forms
Tl 134s for the year 2005 for various entities and provided comments thereon
Various discussions regarding transfer of power generating facility (the "Facility") by St. Leon
Wind Energy GP Inc. to St. Leon LP including review of election (Ibrm T2059). read steps
memo and other documents on transfer of the Facility and providing comments thereon

l .500 APFC

1.000 St Leon LP



Research legislation regarding energy rebate opportunity, Innnufactnmres rebate and providing
you with a letter summarizing the information requested, discussions and request with the
Ontario authorities for clariGcations on certain issues

4.800 APFC

Various discussions regarding implementation of SIFT lax due lo its enactment, discussions
regarding incorporating and developing new worksheets to calculate future tax relating ro flow
through entities and implications on current and future tax calculations

3.400 APIP

Review of tax returns of APPC and APEFW for the year ended Do/ccmber 3] , 2006 and
providing our comments thereon APFC /

1.700 Ap18Fw

Review of information provided for Crossroad reorganization in the U.S. in 2007 and its
implications for Canadian inoomc lax purposes effecting surplus calculations

2.500 APFC

3.600 APFC
Attendance at meeting on October 4 to discuss tax issues and various matters relating lo tax

compliance

Preparation of update on various lax issues relating lo the overall Canadian structure and
December 18 meeting with trustees and management to provide update on tax matters and tax
opportunities
Miscellelaneous questions raised from time to time, including information on functional
foreign currency reporting, providing corporate income tax rates for tax provision purposes
discussions regarding creation of new company for' administration of expcneses and payroll

4.000 APIP

Disbursements and administrative

l .200 APPC
6.300 Various

Total fees
137.700

Billed £0
Airsourcc
St Mon LP
APIF
Algonquin America

3600
I000

45100
80390

137700



Invoice No

Reference

Client

C 43139839
CA00l-11668964
6011071 I

June 26. 2008 KPMGLLP
Suite 3300 CommerceCourt West
199 Bay Street
Toronto ON M5L 1B2

PRIVATE AND CONFIDENTIAL
Nlgonquiu Power-Fund (America) Inc
c/0 2845 Bristol Circle
Oakville. ON L6H 7H7

4,084 Telephone

Telefax

(416) 777-8500

(415) 777~8818

GST/HST Number 12236 3153 RT0001

OST Registration 1023774310 T00001

Attention : Mr. David Bronichcski, Chief Financial Of ii
Contact

Telephone

John Krukowski

416-777-8579

For Canadian tax services rendered for the period ending January 3l , 2008

OUR FEE 45 100.00

00GST EXEMPT U7~ 29 20

INVOICE AMOUNT

O R S 45 100.0u US

sEnsoR ID

71426?lo9

Of o IKo0.1.w>o.74b§

cosT CODE

Payment Is you on recon t



GrantThomton

February 29, 2008

Algonquin Power Income Fund
2845 Bristol Circle
Oakville ON L6H 7H7

Remit To: Grant Thornton LLP
350 Bumhamthorpe Road West
Suite 40 'i
Mississauga, ON L5B 3J1

BN 121940282 RT0052

CLIENT #50000

TO PROFESSIONAL SERVICES
luvolce # 218189

Rendered in connection with review of the 2007 year end Canadian and US tax
provisions, discussions regarding potential amendment of prior yearUS tax returns $12,000.00

Disbursements
420.00

$12,420.00

621.00

$13,041 .00

Payman%£opy

Please Qeiurn With Gneque

Bllllllq Aug!ggg

Royal Bank Plaza

zoo Bay St. Bax 55

1901 Flcar South Tdwul

Toronto GN MSJ 2P9

T 416-366-0100

F 416»360-4949

num:1 Tax - Advisory
Grant Thornton LLP .A Canadian Mcrntsr nr Girl Thornton lru¢lna4l<>r»aILI4

Ali accounts nutslanamg ave: to days ws he clwgcd umesesi an um mol: al 1 1r.w. per monk nay. per anmrni unlli fumia



Remit; To z
ALGONQUIN POWER SYSTEMS

Oakville, ON LSH 7H7
(905) 465-4500 Ext.
B i l l  T O :
Algonquin Power Trust:
A t t n
Mr. D a v i d  K e r r
2845 Bristol Circrle

Oakville, on Lea 7117

Date

2845 Brisk;c>l Circle

Admin 9

Ailene Dorette

9/30/2008

COMMUNICATION
Tele Communications De L'est

Jean»yves Lavoie et: Johanna Richer

Femme RUISSOROCK S 4E v N . C

Femme Castzonguay Et:

V i c t o r  L a u r i e

R a n c h  D a n c l a u  i n c .

R a y m o n d  P e l l e t i e r

Femme J.M. Paquet & File Inc.

Claude Du

Job Number

JC37841

Invoice Number

*W
A9 F§{3V8§

9§@§lv

9Af~4y

c02-99990*1»3686

coco

CDN

[1176 ?8"4'4G -~m£/
13248 7463 RC0001

CO3TC(L°)£}E

/168

_

f/<20/vi$. "C,8!/\/.

Cost;omer Order number

ow *"vnrKxnwn¢

"t I sl1.l\.;+ '33

4 84§<.\.r { ¢ ¢ .

Sim§'°»0£;§-l 81,3

- c:w¢"-

Job Name :

929- ;'l;;>~»4w¢=

Description

III

Quantity

I YIVCJ 1 Cf*

1 .00

1 u OF

1 a OF

1.00

1 . OF

1 » 00

1 . OO

1 n O()

1 .OF

1 .OO

w.. '-~;

3.9'

ApT-ciel Pot .Act ~1l0098400061

3

Job Address :
2845 Bristol Circle

Oakville, ON LSI-I 7H7

Customer Number

OOZAPTCDN

Billing Amount:
Retention Withheld:

;~. Retention Due:
4/394 *7

53.94
TELEPHONE & COMMUNICATION

686.40
LICBNSES AND FEES

674.40
LICENSES AND FEES

419.94
LICENSES AND FEES

542.45
LICENSES AND FEES

839.60
LICENSES AND FEES

497.80
LICENSES AND FEE&#

4§3.%8
LICENSES AND FEES

'z2ll?8n
LICENSES AND FEES

36Q.Q0
LICENSES AND BZEES

Pay This Amount; :

Admin. Total:

Unit Chg

Subtotal;
Misc:
Tax:

Net Terms

Net; 30

44"4 82
§.

.
4

4
8?

'5

.e

Bil:Lable Amount

$5,355.41
$0.00
$0.00

$5,355.41
0.00

689.52

$6 044.93

5 ,355 . 41

686 .40

6'74 . TO

419 s94

642.45

497 u80

453 . 08

839. 60

727 .80

360 OF

53 . 94

¢=*s/>
w»")

% ~ M

I

r
r4

5
W84m¢1m¢l g u u

a.



...»..».. ..
Mai cwsr 098318

10Terms:NetYour Order #plan

Tax lD Number;

Sub To I '

GST.

PST:

Total Amount:

$74,240.00

$3,712.00

$5,939.20

$83,891.20GST Registration #:102801842RT001

4. .

0 0 4 * .
v \
1 • ' Q • ¢. » r f . . ¢¢ . Q \ 4\  e». . .° r \ 4

" ,¢ ,/. *:>:¢e *v *¢.. »; ' >[9¢*' ' ¢" Q \n'>4, 'c' od:41 J 'W 9 I .¢ 4. *°J'» man* 8.

Algonquin Power Income Fund
2020 Winston Park Drive
Suite 100
Oakville ON L6H 6X7

1,500 proxy
5,000 - Offering memorandum 2 8 page + cover
5,000 - President/shareholder I

100 - letter of transmittal 3 no
total

Algonquin Power Income Fund
2020 Winston Park Drive
Suite 100
Oakville ON LSH 6X7

Description

ll-lll

PRiNTING COMPANY LIMITED

Kendall Printing Comoanv 19 Belvia R¢a¢. Toronto. ON M8W 3R2

9 Lwibfqq

Detach and return this portion with payment

2?"98¢G"3t§8D

R§C§¥v§D

IWo

C8s4; 1 HSWGWK

k

I I1090. I

V¥8NDOFi lm

C008

Ship To:

we g

Broadridge
Perkins Mailing Services
Olympia Transfer Services

Invoice #:B3047

, ..
\ ¢

4 n r
v *Q \.** 4 \1i '

9 .*¢ .:»,*\n' 1.4 A

Date: 07 04 2008

-1:==.._

"̀ 0<,l%w61/ 4fMw=t<»l

Invoice #r

$83,891 .to

19 Belvia Road
°Foronra, Ontario

M8W 3RD
Tel: 416 252 3:74
Fax: 416 252 0068

Toll Fl-eva: l B00 IS& 3313

B3047

se'9I

W

$74,240.00

A¢*
. * 4

*»¥

3.

Amount

~¢

J

3

:Ar
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BEFORE THE ARIZONA CORPORATION L

Arizona Corporation Commission

DOCKETED

EXHIBIT
2 COMMISSIONERS

3

4

5

MIKE GLEASON. Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE

NOV 19 20B8

DOCKET NO. SW-02519A-06-0015

DECISION NO 70624

9

IN THE MATTER OF THE APPLICATION OF
GOLD CANYON SEWER COMPANY FOR A
DETERMINATION OF FAIR VALUE OF ITS
UTILITY PLANT AND PROPERTY AND FOR
INCREASES IN ITS RATES AND CHARGES
FOR UTILITY SERVICE BASED THEREON

REHEARING OPINION AND ORDER
10

DATES OP REl-lEARING November 14, 2007; February 25, 2008; March31, 2008

Phoenix. ArizonaPLACE OF HEARING

ADMINISTRATIVE LAW JUDGE Dwight D. Nodes

IN ATTENDANCE Mike Gleason. Chairman
William A. Mundell. Commissioner
Kristin K. Mayes, Commissioner
Gary Pierce, Commissioner

APPEARANCES Mr. Jay L. Shapiro, FENNEMORE CRAIG, P.C., on
behalf of Gold Uanyon sewer company

Mr. Daniel Pozefsky, on behalf of the Residential Utility
Consumers Office

Mr. Mark Tucker. MARK TUCKER, P.C., on behalf of
Cal-Am Properties, Inc., and

Ms. Robin Mitchell, Mr. Keith Layton, and Ms. Nancy
Scott, Staff Attorneys, Legal Division, on behalf of the
Utilities Division of the Arizona Corporation
Commission

23

24 On January 13, 2006, Gold Canyon Sewer Company ("Gold Canyon" or "Company") tiled

25 with the Arizona Corporation Commission ("Commission") an application for a determination of the

current fair value of its utility plant and property and for increases in its rates and charges for

wastewater utility service provided to customers in the Company's certificated service area in Penal

BY THE COMMISSION

o. rmu.-_.I \I"\Cf\f\lC o



DOCKET NO. SW-02519A~06-0015

1 County, Arizona.

On June 28, 2007, the Commission issued Decision No. 69664, .granting a rate increase to

g

2

3 Gold Canyon.

4 On July 18, 2007, the Residential Utility Consumer Office 2"Ruco") filed an Application for

5 Rehearing on two issues raised by RUCO during the hearing: (1) an allegation of "excess capacity" in

6 the Company's treatment plant and (2) the capital structure employed in the Commission's Order for

7 proposes of determining the Company's cost of capital.

During an Open Staff Meeting held on August 1, 2007, the Commission granted rehearing to

I

8

9  R U C O .

10 A procedural conference was held on September 5, 2007. During the procedural conference,

11 the parties discussed, among other things, testimony filing dates and potential hearing dates.

12 By Procedural Order issued September 14, 2007, a hearing was scheduled to begin on

13 November 13, 2007, Gold Canyon was directed to publish notice of the hearing, and testimony filing

14 dates were established.

15 By Procedural Order issued October 15, 2007, a procedural conference was scheduled for

16 October 22, 2007, to discuss a discovery dispute between the Company and the Commission's

Utilities Division Staff ("Staff"). The Procedural Order also granted an extension of the testimony |

18 filing deadline.

19 The November 13, 2007, hearing was vacated due to unavailability of the hearing facility.

20 The hearing commenced on November 14, 2007, but did not conclude that day. At the end of the

21 hearing on November 14, 2007, the parties were directed to discuss scheduling of additional hearing

22 days and to submit a proposed schedule.

23 On November 20, 2007, RUCO, Staff, and the Company filed a Joint Motion to Set

24 Continued Rehearing Dates. The patties requested that additional hearing days be scheduled for

25 January 17 and 18, 2008.

26 By Procedural Order issued November 29, 2007, the rehearing in this matter was scheduled to

27 resume on January 17 and 18, 2008.

28 On December 11, 2007, RUCO requested that the rehearing be rescheduled to resume go

1 H
1 /

T*41-8/lvr4rr-.w»  I 1 vex 'M ia A

I



DOCKET no. SW-02519A-06-0015

1 February 25, 2008, due to an out-of-state commitment by RUCO's counsel

By Procedural Order issued December 12, 2007, the hearing was rescheduled to resume on

3 February 25, 2008. An additional day of hearing was conducted, as scheduled, on February 25, 2008

4 but the hearing was not concluded on that day. The parties agreed to an additional hearing day on

5 March 31 • 2008

On March 31, 2008, the hearing resumed with the cross-examination of Staff witnesses. The

7 hearing did not conclude on dirt date, however, due to the unavailability of a RUCO witness

On April 10, 2008, a teleconference was conducted with the parties. Due to the continuing

9 unavailability of the RUCO witness for cross-examination, the parties agreed that portions of the

10 RUCO witness's prior testimony would be stricken.' In addition, a briefing schedule was established

Opening briefs were filed on May 5, 2008, by RUCO, Gold Canyon and Staff, and reply

12 1 briefs were filed on May 22, 2008, by the same parties

13

14 Having considered the entire record herein and being fully advised in the premises, the

15 Commission finds. concludes, and orders that

16 FINDINGS OF FACT

In Decision No. 69664, the Commission granted ld Canyon a revenue increase n

18 approximately $1.8 million, resulting in an increase to residential sewer rates from $35.00 to $60.55

19 per monde, or approximately 72 percent

20 In its Application for Rehearing, RUCO argued that the rate increase is unfair to

21 customers due to its magnitude. RUCO raised two specific issues as a basis for its rehearing request

22 (1) the Commission should have disallowed from rate base approximately $2.8 million to reflect what

23 RUCO claims is "excess capacity" in Gold Carlyon's wastewater treatment plant, and (2) the

24 Commission should have adopted RUCO's proposed hypothetical capital structure of 60 percent

25 equity and 40 percent debt, rather than the actual 100 percent equity capital structure used by the

26 Commission, to calculate the Company's cost of capital

27 Under the parties' agreement, page 87, line 12 through page 92, line 9, and page 100, line 21 through page 101, line 15
of the verbal testimony of RUCO witness Marylee Diaz Cortez at the November 14, 2007, hearing was deleted from the
evidentiary record

l\1'2r'1Q1r\m T\If\ 70624
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DOCKET no. SW-02519A-06-0015

1 3. During a Staff Meeting held on August 1, 2007, the Commission voted to grant

2 RUCO's rehearing request and send the matter back for additional hearings on the issues raised by

3 RUCO.

4 4. Hearings were held before an Administrative LaW Judge, and additional testimony and

5 exhibits were admitted into the evidentiary record. The record produced by the prior hearings in this

6 docket was incorporated into the rehearing record of this case.

7 Excess Capacity

8 5. In Decision No.69664,the Commission agreed with the Company and Staff that Gold

*9 Canyon's decision toincrease -the treatment plant's capacity*from~l .0 million gallons per day (~"gpd")

10 to 1.9 million god was reasonable and should not result in a disallowance from rate base. As

11 described in that Decision, the Commission disagreed with RUCO's proposed use of a mathematical

12 disallowance, because of the evidence in the record that increasing the plant's capacity to 1.9 million

13 god was a prudent decision based on peak flows and growth projections available to the Company at

14 the time the decision was made.

15 6. As stated in Decision No.69664,RUCO witness Rodney Moore conceded that Gold

16 Canyon's decision to expand the treatment plant to 1.9 million god, rather than to 1.5 million god,

in u was "reasonable"' and "appropriate" and that the Company must consider peakHows in its analysis,

18 as opposed to average daily flows, in malting its plant expansion decisions. (Tr. 943, 951-54.)

19 Despite these admissions, Mr. Moore advocated use of an average daily flow rate of 708,000 god for

20 purposes of calculating RUCO's proposed $2.8 million disallowance. RUCO's proposal is based on

21 its contention that approximately 28 percent of the plant is not "used and useful" from a "ratemaking

22 perspective." (Decision No.69664, at 6.)

23 7. As set forth in Decision No. 69664, Company witness Charles Hernandez, Gold

24 Canyon's treatment plant operator, testified that Gold Canyon experienced a peak flow of almost 1.2

25 million god in February 2005. Based on growth projections at the time, Staff witness Marlin Scott,

26 Jr., estimated that Gold Canyon would have a peak flow of more than 1.5 million god by mid-2007.

27 As we stated in that Decision:

28

I

I T*\l"'I"RTf"i1!'\\ I 1. 11"\ 70624



DOCKET NO. SW-02519A-06-0015

not only did test year peak flows exceed the then-current capacity, but if
die Company had expanded the plant to only 1.5 [million god], in order to
avoid RUCO's proposed excess capacity disallowance, it would have
needed to almost immediately begin planning to add another incremental
amount of capacity to meet ongoing demand increases." (Id. at 7.)

4 We also cited to testimony in the record that the additional 400,000 god of capacity was installed at a

cost of approximately $1 million, whereas adding the same increment of capacity at a later date5

6 would have cost substantially more

RUCO's Position

In the rehearing phase of this proceeding, RUCO witness Moore continues to rely on

9 the Company's average daily flows, rather than peak flows, for purposes of calculating RUCO's

1() excess capacity adjustment. He also stated that RUCO's proposed disallowance is supported by the

11 slower than anticipated growth that has occurred in the past two years (RUCO RH-1, at 2-5). In its

12 post-hearing brief; RUCO states that "[w]hile no one has a crystal ball, given the actual growth that

13 Gold Canyon has experienced since 2006, it is unlikely the Company will reach build-out by 2010

14 (RUCO Closing Brief at 2)

15 RUCO cites to several Commission decisions as precedent for its proposed excess

15 capacity adjustment. RUCO cites Decision No. 50273 (Litchfield Park Service Co., September 20

1717) an accounting order in wmcn the Commission excluded 50 percent of a new wastewater

18 treatment plant because only 50 percent of the plant was being utilized. There was no hearing held in

19 the case and, in the two-page accounting order, there was no discussion of the details of the plant's

20 construction or whether LPSCO opposed the exclusion. When LPSCO sought inclusion of the

21 remaining 50 percent of the plant in rate base approximately 10 years later, RUCO claims, Staff

22 recommended disallowance, and LPSCO did not oppose that recommendation. (See Decision No

23 56362, February 22, 1989, at 7)

24

9

27

Staff witness Marlin Scott explained that capacity requirements are evaluated over a five-year planning horizon and
under the Arizona Department of Environmental Quality's ("ADEQ's") "80 percent rule," sewer utilities are expected to
have plans in place to increase capacity when demand reaches 80 percent of capacity and to have construction under way
when demand reaches 90 percent of capacity (ld )

Mr, Hernandez stated that adding 400,000 god of capacity at a later date would have cost the Company as much as $9
million. He also indicated that adding the additional capacity separately would have caused significant disruption to
neighboring customers in the form of noises and odors that were experienced during the prior plant expansion (Rh. Tr
246, 301-03)

1"\.l"*/"1rn1r\+ \Tr\ 70624



DOCKET NO. SW-02519A-06-0015

RUCO also cites Decision No. 57395 (Chaparral City Wafer Co., May 23, 1991, at 5)

2 for the proposition that Chaparral City, not ratepayers, was required» to bear the risk that anticipated

3 growth would not occur. In that case, the Commission specifically did not exclude the Central

4 Arizona Project ("CAP") facilities from rate base but, instead, adopted a rate design that allocated a

5 portion of the recovery of some of the plant investment onto future customers through a hook-up fee

6 (Id. at 5-6.) However, Chaparral City's revenue requirement allowed for a return on the full cost of

7 Me plant. (Id.)

l l . RUCO next argues that Decision No. 58743 (Pima Urilizy Co., August ll, 1994, at 4

9 5) supports its claim that plant notserving customers is properly excluded from rate base because~it is

10 not used and useful. In that case, the Commission denied Pima Utility's request for inclusion of

l l construction work in progress ("CWIP") in rate base and, according to RUCO, drew a distinction

12 between the used and useful concept from a ratemaking and an engineering standpoint. In that

13 Decision, the Commission found that, 15 months alter the test year, the phase of the development to

14 be served by the new plant was completely uninhabited, and therefore, the plant built to serve future

15 customers was not used and useful and should be excluded from rate base. (Id.)

16 12. The final case cited by RUCO is Decision No. 56659 (Tucson Electric Power Co

17 October 21, 1989, at 19-21), wherein the Commission excluded from rate base approximately $32.5

18 million related to TEP's investment in a mineable source of coal located in Gallo Wash, New

19 Mexico, through an agreement that required TEP to make royalty payments whether or not any coal

20 was actually mined. In making the disallowance, the Commission stated that there was no evidence

21 any coal would ever be mined at the location and no railroad access to the mine that would enable

22 transportation of the coal even if it were mined. As a result, the Commission found that the property

23 was not used and useful and that "the investment is irnprudentl" (Id. at 20.)

24 Gold Canyon and Staff Positions

13. The Company and Staff argue that the cases cited by RUCO do not support its

26 proposed excess capacity recommendation. Both point out that the Chaparral City case (Decision

27 No. 57395) provided for recovery of the full costs of the CAP plant, despite the plant's capacity being

28 greater than was needed to serve existing customers. With respect to the LPSCO matter, G49

10.

1"\1""1f'1fr"1vr\\1 1 f r '7n.m A



DOCKET no. SW-02519A-06-0015

i
i

1 Canyon contends that the Commission's accounting order (Decision No. 50273) included virtually no

2 discussion concerning the reason for the disallowance, and when the plant was still not being used to

3 serve customers 10 years later, LPSCO did not challenge Staffs continued disallowance

4 recommendation. (Decision No. 56362.) The Company claims that, in contrast to the LPSCO

5 situation, Gold Canyon's plant was prudently built (by RUCO's admission), and the capacity is used

6 and useful to serve customers over a five-year planning horizon.

7 14. Staff and the Company also argue that the Pima Utility case (Decision No. 58743)

8 does not support RUCO's claims. Staff asserts that the case shows the Commission's reluctance to

9 allow CWIP in rate base and, as such, has no bearing on the factual situation at issue in the Gold

10 Canyon case. Staff pointed out that because the area intended to be served by the new Pima Utility

l l plant was almost completely vacant well after the test year, inclusion in rate base would violate the

12 ratemaking principle of matching revenues and expenses. The Company added that CWIP plant is

13 entirely different from plant that is completed during the test year and is built to serve current

14 customers and expected growth over a five-year horizon. Regarding the TEP case, Gold Canyon

15 cited to the Commission's finding that TEP's investment was imprudent, because no coal was or

16 could be delivered from the site, and the investment was therefore not used and useful. In contrast,

17 the Company points out that RUCG has acknowledged that Gold Canyon's addition of the 400,000 I

18 god increment of capacity was prudent.

19 Resolution of Excess Capacity Issue

20 15. The Gold Canyon system was acquired in 2003 by Algonquin Water Resources of

21 America ("Algonquin"). At that time, it had become apparent that the prior owner of the Company, a

22 homebuilder, had constructed a treatment system that, by all accounts, contained insufficient

23 treatment capacity for existing and expected customers. The inadequacy of the Gold Canyon

24 system's facilities was evidenced by the issuance of several Arizona Department of Environmental

25 Quality ("ADEQ") Notices of Violation to die Company due to raw sewage overflows into a wash

26 adjacent to the treatment plant during periods of heavy rainfall. The Company had also received

27 numerous complaints from area residents regarding odors and noise emanating from the original

28 treatment facility. (See Decision No.69664 at 30-35.)

I
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1 16. The evidence indicates that almost immediately upon acquisition of Gold Canyon

2 Sewer Company by Algonquin, the Company began planning to increase the plant's capacity and,

3 based on growth and peak flow projections at the time, decided that expansion of the plant from 1.0

4 to 1.9 million god would provide adequate capacity over a five-year planning horizon, pursuant to

5 ADEQ and CoMmission Staff guidelines, and would be the most cost-effective and least disruptive

6 means of expanding the plant. The testimony also indicates that the treatment plant had been built in

7 a less-than-ideal location adjacent to residential lots and a portion of a golf course. Following the

8 acquisition, Gold Canyon moved quickly to invest significant Capital (approximately $11 million) to

9 upgrade and expand the plant in 'order to meet growth* projections and respond to the many

10 complaints registered by customers in the Gold Canyon community. (Tr. 678, 725-27.)

l l 17. The record reflects that the guidelines employed by ADEQ and Commission Staff

12 require wastewater utility companies to plan treatment capacity needs using a five-year planning

13 horizon, based on peak flows. (Reh'g. Tr. at 512-14.) The ADEQ guidelines require companies to

14 begin planning to add additional capacity when peak flows reach 80 percent of capacity, and to have

15 construction underway when peak flows reach 90 percent of capacity. (Tr. at 305-06, Reh'g. Tr. at

16 523-34.) The plant's operator and Staff's engineer testified that Gold Canyon's treatment facility

17 n achieved a peak flow of 117 percent of then-current capacity in February 2005. (Tr. at 254; Ex. S-l,

18 Attach. Ex. MSJ at 4.) In addition, it is undisputed that the smallest additional increment of capacity

19 that could have been added at that time was 500,000 god and that peak flows were projected to

20 exceed 1.5 million god by June 2007 (Tr. at 1066, Reh'g. Tr. at 257-58; Ex. S-1, Attach. Ex. MSJ at

21 4.) Under the facts known at the time, the Company had a choice. It could add the minimum

22 500,000 god of capacity and almost immediately begin construction of additional capacity to meet

23 projected demand, or it could increase treatment capacity to the maximum permitted capacity of 1.9

24 mill ion god all at one t ime. The testimony indicates that adding the additional 400,000 god

25 increment of capacity at that time cost less than $1 million, saving at least several million dollars

26 compared to increasing the capacity in phases. (Reh'g. Tr. at 257-58, 513.) The Company's decision

27 also avoided additional disruptions to customers that would have been experienced if the plant had

28 been built in phases.

1
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Hvpothetical Capital Structure

1 18. We agree with RUCO that the Company had excess capacity at the Gold Canyon

2 treatment plant during the test year and wit] disallow $1.0 million from the Company's rate base.

3 The Commission is including in rate base all of the necessary plant capacity through 2008. Once the

4 excess capacity becomes used and useful the Company will have the opportunity to earn a full rate of

5 return on the entire plant. Until that time, the Company shall establish a deferred depreciation

6 expense account to record the depreciation expenses on the disallowed plant, However, in the interim

7 the Commission believes die Company's rate base should be decreased by $1.0 million.

8

9 Decision No. 69664 Findings

10 19. In Decision No. 69664, we rejected RUCO's proposal to employ a hypothetical capital

l l structure of 40 percent debt and 60 percent equity for purposes of establishing Gold Canyon's cost of

12 capital. We agreed with Gold Canyon and Staff that the Company's actual 100 percent equity capital

13 structure should be used. Because a 100 percent equity capital structure tends to minimize the overall

14 financial risk for a company, we also adopted Staffs recommendation to employ a so-called

15 "Hamada" adjustment of 100 basis points to the cost of equity calculated by Staff, thereby reducing

16 Staffs Discounted Cash Flow ("DCF") and Capital Asset Pricing Model ("CAPM") average of 10.2

17 'percent to 9.2 percent. (Decision No. 69664, at 24-29.) With the 100 basis point reduction to Staff's

18 cost of equity determination, to account for Gold Canyon's risk being less than that of the sample

19 companies' used in Staffs analysis, the 9.2 percent rate of return adopted in the Decision was found

20 to be a reasonable reflection of the Company's weighted cost of capital in this proceeding. (Id at 27-

21 29.)

22 RUCO's Position

23 20. In the rehearing phase, RUCO continues to advocate for adoption of a hypothetical

24 capital structure of 40 percent debt and 60 percent equity to account for Gold Canyon's lower level of

25 financial risk, due to the absence of debt in the Company's capital structure. In its Application for

26 Rehearing, as well as in the testimony of RUCO witness William Rigsby, RUCO agreed that the

27 recognition of a lower level of financial risk could be accomplished by either adjusting DCF results

28 downward or employing a hypothetical capital structure. (RUCO RH-4, Attach. 1, at 50-53.)

I I
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1 RUCO claims that its hypothetical capital proposal provides a more balanced result for

2 ratepayers and shareholders and would reduce the current monthly bill of $60.55 to $53.84 (RUCO

3 RH-1 at 6.) RUCO disputes the Company's assertion that RUC() is simply trying to lower customer

4 bills by any means possible. RUCO contends that its proposed methodology is consistent with past

5 Commission practices and takes into account the magnitude of the increase authorized by the

6 underlying Decision. RUCO cites to Article 15, Section 8, of the Arizona Constitution, which

7 requires the Commission to set "just and reasonable rates," and to language contained in a decision

8 rendered by the Arizona Supreme Court in Arizona Community Action Assoc. v. Arizona Corporation

9 Comm 'n, 123 Ariz. 228, 231599 P.2d 184, 187 (1979), .which'provides:"'A reasonable rate is not

10 one ascertained solely from considering the bearing of facts upon the profits of the corporation. The

l l effect of Me rate upon persons to whom services are rendered is as deep a concern in the fixing

12 thereof as is the effect upon the stockholders." RUCO argues that it is within the Commission's

13 discretion to consider the magnitude of rate increases and the effects on customers in setting rates.

14 RUCO asserts that the Commission should take into account ratepayer comments that have been

15 received by the Commission through numerous letters and public comments.

22. RUCO also supports its hypothetical capital structure proposal with the claim that it
I

21. I
l

5

16 I
II

17 was the Company's choice to capitalize with 100 percent equity rather than with a mix of lower cost 1
18 debt. According to RUCO witness Rigsby, debt has the advantage of being able to reduce income

19 taxes, and thus overall expenses, whereas dividend payments to equity holders do not offer a similar

20 tax advantage. (RUCO RH-4, at 33.) RUCO argues that Gold Canyon should not be rewarded for its

21 "imprudent and unbalanced capital structure." (RUCO Brief at 9.) RUCO also claims that the

22 Company's capital structure should emulate the proxy group of companies used in the industry,

23 which Mr. Rigsby stated had average capital structures of 51 percent debt and 49 percent equity (Id.

24 at 13.)

25 23. RUCO contends that use of a hypothetical capital structure is preferable to Staff's

26 Hamada adjustment. Mr. Rigsby asserts that the problem with Staff 's use of the Hamada

27 methodology is that Staff applied it to the average of its DCF and CAPM results instead of just the

28 CAPM. Mr. Rigsby also criticizes the Hamada adjustment's failure to produce an appropriate

40474
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l interest deduction to reflect debt in the capital structure. He stated that the additional cash flows

2 associated with higher income tax expense benefits shareholders rather than ratepayers, whereas use

3 of a hypothetical capital structure reflects a more balanced capital structure and results in a lower cost

4 of capital for ratemaking purposes (Id. at 34.)

5 Staffs Position

6 24. Staff contends that RUCO has not offered any new testimony in the rehearing phase of

7 this case that was not previously considered by the Commission. Staff claims that none of the prior

8 Commission Decisions cited by RUCO in which the Commission adopted a hypothetical capital

9 structure involved an increase in the debt component. Rather, Staff says, they increased the equity

10 component as a means of enabling highly leveraged companies to earn their authorized rates of

1 l return

25. Staff concedes that a balanced capital structure is preferable, but disagrees that a

13 company that is capitalized with only equity has an imprudent capital structure. Staff claims that a

14 number of prior Commission Decisions have adopted 100 percent equity capital structures for water

15 and sewer companies. Staff also points out that the Commission has previously recognized the

16 appropriateness of using a Hamada adjustment to address a company's unbalanced capital structure

17 . and has adopted Staff's Hamada recommendations in many prior cases

18 26. Staff witness Steve Irvine testified that, contrary to RUCO's criticism, application of

19 the Hamada adjustment to the average of the DCF and CAPM results is an appropriate method to

20 adjust for financial risk. (Reh'g Tr. at 447-48.) Mr. divine conceded that using a hypothetical capital

21 structure may be an appropriate alternative to the Hamada adjustment for purposes of adjusting an

22 unbalanced capital structure, but he testified that Staff usually prefers the Hamada method because it

23 is a less subjective methodology. (Id, at 446.) Staff argues dirt excessive debt increases financial risk

24 and generally views excessive equity as less problematic than excessive debt. Staff also contends

25 that use of the Hamada adjustment to recognize a company's financial risk, which in this case

26 reduced Gold Canyon's cost of equity by 100 basis points, provides an incentive to the Company to

27 maintain a reasonable level of debt in its capital structure or face reductions to its authorized return

on equity

1-"xv1 *¢v'» r"\ v a Ir» 70624



DOCKET NO. SW-02519A.06-0015

1 Gold Canyon's Position

2 27. Gold Canyon contends that the Commission's Decision in the recent Black Mountain

3 Sewer Corporation, case (Decision No.. 69164, (December 5, 2006)), should be considered as..

4 controlling precedent in this proceeding because the stock of both Black Mountain and Gold Canyon

5 is owned by Algonquin, both rate cases were tiled in approximately the same time frame, and the

6 Commission rejected RUCO's proposed hypothetical capital structure argument in Black Mountain

7 and adopted Staffs 9.6 percent cost of equity recommendation. Staff's analysis in Black Mountain

8 was based on an average of its DCF and CAPM calculation, but did not include a downward

9 Hamada adjustment as was done in this case. (Id. at 23 ~27.)

10 28. The Company also cites a recent Arizona~American Water Company (Paradise Valley)

l l case (Decision No. 68858 (July 28, 2006)), in which the Commission adopted Stafl"s recommended

12 10.4 percent cost of common equity, including a 50 basis point upward adjustment to reflect a higher

13 financial risk associated with that company's high percentage of debt. (Decision No. 68858 at 28.)

14 Gold Canyon claims that the Paradise Valley Decision properly reflects the Commission's use of an

15 equity adjustment to recognize financial risk. The Company also points out that in a number of other

16 recent cases involving both water and wastewater companies, the Commission has adopted Stailils

17 recommended cost of equity, either with or without risk adjustments, but has not employed a

18 hypothetical capital structure as a means of recognizing relative financial ris1<.4

19 29. Gold Canyon contends that the only two recent cases in which the Commission

20 adopted a hypothetical capital structure involved Arizona-American's Mohave Water and

21 Wastewater Districts and Southwest Gas Corporation.5 The Company argues that in both of those

22 cases, the Commission made only minor adjustments to the companies' actual capital structures in

23 setting the cost of equity. In the Arizona-American case, the Commission increased the company's

24 equity component from 37.2 percent to 40 percent, in Southwest Gas, the company's equity was

25

26

27

28

4 The Company cited Far West Water and Sewer,Decision No. 69335 (February 20, 2007), Arizona Water Co. (Western
Group), Decision No. 68302 (November 14, 2005); Chaparral City Water Co., Decision No. 68176 (September 30,
2005), Arizona Water Co. (Eastern Group), Decision No. 66849 (March 9, 2004), and Rio Rico Utilities, Decision No.
67279 (October 5, 2004).
' The Company cited Arizona-American (Mohave), Decision No. 69440 (May l, 2007), and Southwest Gas Corp.,
Decision No. 68487 (February 23, 2006).
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1 increased from 37 percent to 40 percent for purposes of establishing the cost of equity. Gold Canyon

2 asserts that these minor hypothetical capital structure adjustments are the exception rather Dian the

3 rule in Commission Orders and that they are significantly different from RUCO's proposal to reduce

4 Gold Canyon's equity ratio of 100 percent to a hypothetical level of 60 percent

30. The Company claims that RUCO's real motive in proposing a hypothetical capital

6 structure is to lower Gold Canyon's operating expenses by creating a further hypothetical interest

7 expense resulting from the hypothetical debt creation. According to the Company, after assuming

8 Gold Canyon has hypothetical interest expense associated with the hypothetical debt, RUCO next

9 uses the hypothetical interest to calculate the Company's federal and state income tax expenses

10 thereby calculating a hypothetical reduced income tax obligation, and ultimately fictionally reducing

11 the Company's actual test year operating expenses. Gold Canyon points out that, without the

12 additional hypothetical interest adjustment, simply applying RUCO's proposed hypothetical capital

13 structure to the authorized rate base of $15,725,787 would actually increase the revenues authorized

14 in Decision No. 69664 from $1,446,772 to $l,493,950, increasing the authorized return on rate base

15 from 9.2 percent to 9.5 percent. Gold Canyon argues that it is only by recognizing RUCO's proposed

16 hypothetical debt interest expense that the authorized revenue requirement would be reduced .- by

17 over $205,000. The Company contends that RUCO's recommendation would result in an

18 approximate 10 percent reduction of its authorized revenues, thus reducing the Company's actual

19 authorized return on rate base to 7.24 percent. (GC RH-8 at 16-17.) Gold Canyon claims that Staff' s

20 100 basis point reduction to a 9.2 percent return on common equity is a more appropriate means of

21 recognizing the Company's lower financial risk associated with its 100 percent equity capital

22 structure

23 31. Gold Canyon also argues that RUCO's analysis fails to recognize that a reduction in

24 income taxes would be offset by payment of interest and principal to the lender of die debt. The

25 Company claims that incurrence of debt would reduce its net income from operations and could limit

26 its ability to invest in improvements and pay dividends. (GC RH-7 at 7.) Gold Canyon asserts that

27 companies should not be required to have capital structures consisting primarily of debt as a means of

a tax shield, especially in the case of smaller companies that may need to underta-lg28 providing
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1 significant expenditures for plant additions and replaCetnents. The Company therefore requests that

2 I RUCO s request to amend the prior Decision be denied

Resolution of Hvpothetical Capital Structure Issue

32. We agree with RUCO's hypothetical capital structure of 40 percent debt and 60

5 percent equity. A capital structure comprised of 100 percent equity would be viewed as having little

6 to no f inancial risk. The proposed capital structure adopted by the Commission will bring the

7 Company's capital structure and weighted cost of capital in line with the industry average and it will

8 result in lower rates for the customers of the system. We therefore adopt a hypothetical capital

9 structure of 40 percent debt and 60 percent equity

10 33. We believe that RUCO's recommendation for a 8.60 percent cost of equity capital is

l l appropriate, and will adopt it in this case. RUCO's expert witness relied on a DCF model and a

12 CAPM analysis for calculating his cost of equity capital. We believe that adoption of RUCO's

13 recommendations results in just and reasonable rates and charges for Gold Canyon based on the

14 record of this proceeding. We therefore adopt a cost of equity of 8.60 percent, which also results in

15 an overall weighted cost of capital of 8.54 percent

18

19

20

21

22

23

24

25

26

27

28

P6i'is6

34. In Decision No. 69664, the Commission reduced Gold Canyon's request for

recognition of rate case expenses in the amount of $160,000 to $70,000, amortized over four years

on the basis that the Company failed to provide to Staff and interveners necessary documentation to

support the request

35. Although no party requested rehearing on the issue of rate case expense, during the

Staff Meeting in which RUCO's request for rehearing was granted, the Commission also indicated an

intent to reconsider the issue of rate case expense. (See Procedural Order issued August 23, 2007.)

36. Gold Canyon argues that, pursuant to the requirements of A.R.S. § 40-253, because

no party raised the issue of rate case expense through a request for rehearing, die Commission may

not now consider whether the $70,000 rate case expense allowance should be modified. However

the Company contends that the Commission may grant an allowance for rate case expenses incurred

during the rehearing phase of this proceeding and requests that the Commission approve an addition
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aunt of $90,000 for rehearing rate case expense. Gold Canyon claims that Staff and RUCO were

» vided unreacted copies of the Company's rehearing expenses, but Staff declined to recommend

noting recognition of such expenses, and RUCO took no position regarding the request.

37. We do not believe that the parties presented sufficient evidence on the issue of

.caring rate case expenses incurred by Gold Canyon to support the adjustment suggested by the

many. We therefore decline to adjust the amount for rate case expense authorized in Decision

I 69664.

CONCLUSIONS OF LAW

1

2

3

4

5

6

7

8

9 1. Gold Canyon is a public service corporation within the meaning of Article XV of the

10 Arizona Constitution and A.R.S. §§40-250, 40-251, 40-367, 40-202, 40~321, and 40-361.

11 2 The Commission has jurisdiction over Gold Canyon and the subject matter set forth in

12 the Company's rate application and in RUCO's Application for Rehearing.

13 3. Pursuant to A.R.S. §40-253, the Commission has considered the evidence and

14 arguments presented by RUCO, Gold Canyon, and Staff pertaining to the Commission's grant o f

15 rehearing to RUCO on the issues of excess capacity and hypothetical capital structure, as discussed

16 | hereinabove.

17

18 IT IS THEREFORE ORDERED that Gold Canyon Sewer Company's rate base be reduced by

19 $1.0 million as discussed herein and that Gold Canyon Sewer Company submit by November 30,

20 2008, for Commission approval, rates and charges revised per this rate base reduction. These revised

21 rates and charges will be applied on a prospective basis and will not be applied retroactively.

22 IT IS FURTHER ORDERED that the revised rates and charges shall become effective the

23 first day of the month otter they are approved by the Commission.

24

25

26

27

28

ORDER

M H A
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1 IT IS FURTHER ORDERED that the weighted cost of capital approved in this case shall be

2 8.54 percent and that Gold Canyon Sewer Company submit by November 30, 2008, rates and charges

3 revised per this cost of capital. These revised rates and charges will be applied on a prospective basis

4 and will not be applied retroactively.

5 IT IS FURTHER ORDERED that this Decision shall become effective immediately.

6

7

8

9 ,CHAIRMAN

fol

BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

9% IS'STONE COMMISSIO

~» /44
/

(»4</'*`
MMISSIONER 5

I
IN WITNESS WHEREOF, 1, BRIAN c. MCNEIL, Executive
Director of the Arizona Corporation Commission, have
hereunto set my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
this /9+ day of'74{)L/_ , 2008.
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KRISTIN K. MAYES
GARY PIERCE

IN THE MATTER OF THE APPLICATION OF
GOLD CANYON SEWER COMPANY FOR A
DETERMINATION OF FAIR VALUE OF ITS
UTILITY PLANT AND PROPERTY AND FOR
INCREASES IN ITS RATES AND CHARGES
FOR UTILITY SERVICE BASED THEREON

DOCKET NO. SW-02519A-06-0015

DECISION NO 70662

ORDER CLARIFYING DECISION
no. 70624

Special Open Meeting
December 22. 2008
Phoenix. Arizona

BY THE COMMISSION

Having considered the entire record herein and being illy advised in the premises, the

Commission finds. concludes, and orders that

FINDINGS OF FACT

On January 13, 2006, Gold Canyon Sewer Company ("Gold Canyon" or "Company")

filed with the Arizona Corporation Commission ("Commission") an application for a detennination

of the current fair value of its utility plant and property and for increases in its rates and charges for

wastewater utility service provided to customers in the Company's certificated service area in Pinal

County, Arizona

2 On June 28, 2007, the Commission issued DecisiOn No. 69664, granting a rate

increase to Gold Canyon

3 On July 18, 2007, the Residential Utility Consumer Off ice ("RUCO") f iled an

Application for Rehearing on two issues raised by RUCO during the hearing: (l) an allegation of

excess capacity" in the Company's treatment plant and (2) the capital structure employed in the

Commission's Order for purposes of determining the Company's cost of capital

S;\DnQdg§\ofdefg\0600150&Q--r¢h]°ngc]aHf_d0c
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During an Open Staff MeeMg held on August 1, 2007, the Commission granted

4

5

2 rehearing to RUCO

5 Hearings were held before an Adminishadve Law Judge, and additional testimony and

exhibits were admitted into the evidentiary record. The record produced by the prior hearings in this

docket was incorporated into the rehearing record of this case

On November 19. 2008. the Commission issued Decision NO. 70624

On November 28, 2008, Gold Canyon docketed its Notice of Filing which Contained

11

12 §40-253

13 10. On December 8, 2008, Chainman Gleason docketed a letter and Gold Canyon

14 docketed its Filing Regarding RUCO's Response to Notice of Filing Revised Rates and Charges

15 11 On December 10, 2008, the Commission's Utilities Division Staff ("Staff") docketed

16 its Notice of Filing responding to Gold Canyon's November 28, 2008 filing of revised rates and

6

7

8 its revised rates and charges

8 On December 3, 2008, RUCO filed its Response to Gold Canyon's Notice of Filing

10 and Motion to Disapprove Gold Canyon's Proposed Revised Rates and Charges

9 On December 5, 2008, Gold Canyon filed a Petition for Reheating Pursuant to A.R.S

17 charges

18 12. On December 11, 2008, Gold Canyon tiled its Reply to Response to RUCO's Motion

19 to Disapprove Gold Canyon's Proposed Revised Rates and Charges

20 13. On December 12, 2008, a Procedural Order was issued scheduling a procedural

21 conference for December 2242008

22 14. On December 19, 2008, notice of a December 22, 2008 Special Open Meeting was

23 issued

24 15. The Procedural Conference and Special Open Meeting were conducted as noticed on

25 December 22. 2008

26 CONCLUSIONS OF LAW

Gold Canyon is a public service corporation within the meaning of Article XV of the

28 Arizona Constitution and A.R.S. §§40-250, 40-251, 40-367, 40~202, 40-321, and 40-361

DECISION NO 70662
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The Commission has jurisdiction over Gold Canyon and the subject matter set forth in

2 the Company's rate application and in RUCO's Application for Rehearing

Pursuant to A.R.S. § 40-252 and/or § 40-253, the Commission has considered the

evidence and arguments presented by RUCO, Gold Canyon, and Staff pertaining to the

Comnlission's grant of rehearing to RUCO on the issues of excess capacity and hypothetical capital

structure, and issues this Order to clarify the language and its intent in Decision No. 70624

4

5

6

IT IS THEREFORE ORDERED that Gold Canyon Sewer Company's plant in service (as

9 reflected in Attachment 1) be reduced by $1.0 million as discussed herein and that Gold Canyon

10 Sewer Company submit by December 29, 2008, in a form acceptable to Staff; rates and charges

l l revised per this plant in service reduction. Depreciation on the plant removed from plant in service

12 shall be deferred for recovery in a future rate case and the deferral account shall also include interest

13 calculated using the Company's rate of return authorized in Decision No. 70624. These revised rates

14 and charges will be applied on a prospective basis and will not be applied retroactively

IT IS FURTHER ORDERED that the revised rates and charges shall become effective the

16 Hrst day of the month alter they are filed in a form acceptable to Staff

DECISION NO 70662
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IT IS FURTHER ORDERED that the weighted cost of capital approved in this case shall be

2 8.54 percent and that Gold Canyon Sewer Company shall submit by December 29, 2008, rates and

3 charges revised per this cost of capital. Gold Canyon Sewer Company's weighted cost of debt is 3.38

4 percent and the Company's weighted cost of equity is 5.16 percent. The Company M11 use the

5 weighted cost of debt of 3.38 percent in order to calculate Gold Canyon's test year adjusted level of

6 income tax expense, using the interest synchronization method, to arrive at the revised level of

7 operaMg revenue that will be generated by the revised rates and charges

IT IS FURTHER ORDERED that this Decision shall become effective immediately

BY ORDER OF THE ARIZONA CORPORATION COMMISSION

%<Q»o

M ISSIONER COMIvIIS SIONER /commIe SIONFR

IN WITNESS WHEREOF, I, BRIAN c. MCNEIL, Executive
Director of  the Arizona Corporation Commission, have
hereunto set my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix
this rd»  day of.Dm

DISSENT

DISSENT

DECISION NO

7

70662
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24

26

28
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A1TACM*IENT 1

Gold Canyon Sewer Company RehearingDecision
Test Year Ended October 31, 2005

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Schedule A-1
Page 1
VVtness: Bourassa

Fair Value Rate Base $ 15,371,260

562.633
Adjusted Operating Income

Current Rate of Return
3.66%

1.312.706

750.072

Required Operating Income

Required Rate of Return on Fair Value Rate Base

Operating Income Deficiency

Gross Revenue Conversion Factor
1.6286

11
12
13.
14
15
16

Increase in Gross Revenue
Requirement

221 .593

18
19

% Increase
48.93%

Present Proposed
Rates

Dollar
Increase

Percent
Increase

22
23

Customer
Classification
(Residential Com merclal, Irrigation)

$ $ $
43.025

49.72%
49.72%
49.72%
49.72%

Residential
Residential (<700 SF) per dwelling
Residential (Homeowner's Association)
Commercial
Effluent Sales

2,055,375
86.535
75.732

178.185
31

3,077,307
129.560
113.385
266.778
47.460

88.593
15.761

Revenue Annualization
Subtotal s

25.531
2,453,055 $

38230
3,672,722 s

12.699
1.219.655

0.00%
49.74%
49.72%

Other Wastewater Revenues
Reconciliation amount fo C-1

0.00%
130.26%

25
26
27
28
29
30
al
32
33
34
35
36
37
38
39

Total of Water Revenues (a) $

(1,480)

2,496,380 $ 3,717,973 $ 48.93%

44 SUPPORTING SCHEDULES

DEGISION NQ. 70662
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Good Canyon Sewer Company Rehearing Decision
Test Year EndedOctober 31, 2005

Summary of Rate Base

Exhibit
Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base

Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 20,033,564
1 .244.431

20,033,564
1.244.431

Net Utility Plant in Sen/ice s 18,789,133 18,789,133

2.064.125 2.054.125
Advances in Aid of

Construction
Contributions in Aid of

Construction
Accumulated Amortization of CIAC

1.800.007
(138,100)

1.800.007
(138,100)

10
11
12
13
14
15
16

Customer Meter Deposits
Deferred Income Taxes & Credits
Deferred Assets

30.759
(338,928)

30.769
(338,928)

Plus
Unamortized Finance

Charges
Prepaids
Deferred Assets
Allowance for W orking capital

19
20
21
22
23
24
25
25
27
28

Total Rate Base s 15,371,260 15.371260

31 SUPPORTING SCHEDULES

D EC IS IO N  N O . 7066.2
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Gold Canyon Sewer Company Rehearing Decision
Test Year Ended October 31, 2005

Original Cost Rate Base Proforma Adjustments

Exhibit
Schedule B-2
Page 1
Witness: Bourassa

Adjusted
Rejoinder
Adjusted

End of
Test Year Adiustments Test Year

1
2

Gross utility
Plant in Sen/ice 21.033.564 (1,000,000) $ 20.033_554

4
5
6

Less
Accumulated
Depredation 1.269.431 (25,000) 1.244.431

g
10

Net Utility Plant
in Service 1g_754_133 $ (975,000) s 18.789.133

Less
Advances in Aid of
Construction 2.064.125 2.064.125

12
13
14
15
16
17
18

Contributions in Aid of
Construction (CIAC) 1 .B27.557 (27,550) 1 .800.007

Aocum. Amortization of CIAC (13B,788) (138,100)
20
21
22
23
24
25
25

Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits

30.769
254.681 (593,609)

30.769
(338,928)

28
29
30
31
32
33

Plus
Unamortized Finance

Charges
Prepaids
Allowance for Working Capital

Total
t5.371.260

35
36

40
41
42
43

SUPPORTING SCHEDULES
B-2, pages 2-4

45

D E C \S l O N  N O
7 0 6 6 2
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Gold Canyon Sewer Company Rehearing Decision
Test Year Ended October 31, 2005

Original Cost Rate Base Proforma Adjustments

Exhibit
Schedule B-2
Page 2
Vastness: Bourassa

ADJUSTMENT
LABEL->>

Decision 69564
Adjusted
End of

Test Year

Adjusted

Test Year

1
(1 ,000,000) 20.033564

Gross Utility
Plant in Service $ 21,033,564

5
6

Accumulated
Depreciation 269.431 (25,000) 1 .244.431

9
10

Net Utility Plant
in Service $ 19,764,133 $ (975,000) s 18.789.133

Less
Advances in Aid of

Construction 2.064.125 2.064.125

Contributions in Aid of
Cgnstfucfi0n (CIAC) 1 .B2l/.557 (27,550) 1 .800.007

12
13
14
15
16
17
18
19
20
21

Acc um. Amortization of CIAC (13B.788) (138,100)

30.769 30.769
(338,928)23

24
25
26

Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits

(593,609)

28
29
30
31
32
33

Plus
Unamortized Finance

Charges
Rounding
Allowance for Working Capital

35
35

Total s 15,725,789 s 593.609 s 15_371_260

41 SUPPORTING SCHEDULES

D EC IS ION  N O. 70662
H - .--.»|.|-
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Gold Canyon Sewer Company Rehearing Decision
Test Year Ended October 31, 2005

Original Cost Rate Base Proforma Adjustments
Adjustment 1

Exhibit
Schedule B-2
Page 3.1
Witness: Bourassa

Plant-in-Sewice
Adjustment

per
Rehearing
Decision

RUCO's
Proposed
Adiustment

(854,470) 0.2945 (294,482)

(1,883)
(5,837)

0.0006
0.0019 (1,943)

(2,03G,743) 0.7019 (701 ,937)

s51
352
353
354
355
360
361
362
363
364
365
370
371
380
381
382
389
390
391
393
394
395
398

Description
Organization
Franchises
Land and Land Rights
Structures and Improvements
Power Generation Equipment
Collection Sewers - Force
Collection Sewers - Gravity
Special Collecting Structures
Sewioes to Customers
Flow Measuring Devices
Flow Measuring installations
Receiving Wells
Eff,uent Pumping Equipment
Treatment and Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Plant and Misc. Equipment
Office Furniture and Equipment
Transportation Equipment
Tools, Shop and Garage Equipment
Laboratory Equipment
Power Operated Equipment
Other Tangibleplant

(2,872) 0.0010

$ (2,901,605) 1.00 $ (1 ,000,000)

D E C l S \ O N  N O
7 0 6 6 2
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Gold Canyon Sewer Company Rehearing Decision
Test Year Ended OC10b8l' 31, 2005

Original Cost Rate Base Proforma Adjustments
Adjustment 1

Exhibit
Schedule B-2
Page 3.2
Witness: Bourassa

AccumulatedDepreciation
Adjustment

per
Rehearing
Decision

Adjustment
per

Rehearing
Decision (1/2 vi Conv.)

0.00%
0.00%
0.00%

(294,482) (7,362)

2. 50%
(1,943)

2.50%

2.50%
2.50%
2.50%

351
352
353
354
355
360
361
362
363
354
365
370
371
380
381
382
389

(701 ,937) (17,548)

(990)

2.50%
2.50%
2.50%
2.50%391

393
394
395
398

Description
Organization
Franchises
Land and Land Rights
StrMures and Improvements
Power Generation Equipment
Collection Sewers - Force
Collection Sewers - Gravity
Special Collecting Structures
Sewioes to Customers
Flow Measuring Devices
Flow Measuring Installations
Receiving Wells
Emf,uent Pumping Equipment
Treatment and Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Plant and Misc, Equipment

ice Furniture and Equipment
Transportation Equipment
Tools, Shop and Garage Equipment
Laboratory Equipment
Power Operated Equipment
Other TangiblePlant

2.50%
2.50%

s (1 ,000,000) s (25,000)

DEc1slon no. 110662
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Gold Canyon Sewer Company Rehearing Decision
Test Year Ended October 31 , 2005

Original Cost Rate Base Proforma Adjustments
Adjustment 1

Exhibit
Schedule B-2
Page 3.3
Witness: Bourassa

Contributions-in-aid of Construction

CIAC attributedto expansion

Expansion Cost
Excess Capacity
% of Total Expansion

$ 10,344,404
1.000.000

10.0%

6 Total CIAC attributed to expansion (per RUCO)

CIAC attributed to excess capacity 27.550

10
11

12

Adjustment toCIAC (27,550)

2.50%14
15
16

17

Amortization rate (1/2 year Conv.)

Amortization to be Removed (589)

19

20

Adjustment to Acc um. Amortization

25
26

DEc1s1Qn no. 70662
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Schedule 8,2
GolO Canyon Sewer Company Reheating Decision

Test Year Ended October 31 , 2005

Original Cost Rate Base Proforma Adjustments

Adjustment 2 Wryness: Bourassa

CALCULATE ACCUMULATED DEFERRED INCDME TAX cREorr ASSOCIATED WITH EXCESS CAPACITY

COMPANY CDMPANY

1
DESCRIPTION

Gross Utility Pianrt in Service

TAX BASIS
17.205.559

(2,239,381)

ACCOUNTING
s 20.0aa.s64 s

POST HEAR¢NG
(1 ,oo0.ooo) s 19.0aa.s64

2
3

Accumulated Depreciation
Net Utility Plant In Service (LI + L2)

i1,244,439
18.789.133 17.814.133

Contribution In Aid Of Const (from B-2)
Acwmulated Amorihation of CIAC (from B~2)

NET CIAC (LE + L5)

(1 ,B27,557)
138.788

(1 ,sss,7s9)

s

s

s

27,550
(689)

26.851

s
s
s

(1,800,007)
138

(1,es1,907)

7 NET PLANT VALUES (Sum L's 3 &6) 16.152.226

Column (D), Line 7
Column (A), Line 7

Llne a - Line 9

s
s
s

18.152226
14.9ea.17s

10

CALCULATION OF ACCUMULATED DEFERRED INCOME TAX

FIXED ASSETS
Amounting Basis

Timing Difference

12 DEFERRED TAX LIABILIW . FIXED ASSETS

FromC-3

Line 10x Line 11 s 457.801

Accounting Basis
Tax Basis
Timing Dltfelence

From B-2
AIAC Does Not Exist For Tax Purposes (See CSB 2.42 (a)

Line 13 - Llne 14

s
s
s

(2,064,125)

(2,064_125)

DEFERRED TAX ASSET »  AIAC Line 15 XLlne 16 s (796,729)

18 Llne17 - Una 12 (338,928)

19

NET FUTURE TAX LIABILITY (ASSET)

Accumulated Deferred Income Tax per Decision s9ss4

Adjustment To AowmulatedDefined Income Tax

Schedule B-2. Page 2

Line19 - Line la

s

s

s

19 Adjustment Line 18 s

DEQlS\ON NO 70662
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Gold Canyon Sewer Company Rehearing Decision
Test Year Ended October 31, 2005

Income Statement

Exhibit
Schedule C-1
Page 1
Witness: Bourassa

Proposed Adjusted
with Rate
Increase

Adjusted

Results Adjustments

Rejoinder
Adjusted
Results Increase

1
2
3

Revenues
Flat Rate Revenues
Measured Revenues
Other Wastewater Revenues

$ 2,451,576 $ $ 2,451,576 $ 1,221,593 $ 3,673,169

6 Operating Expenses

s 2,496,380 s

$

s 2,495,380 s 1,221,593 $ 3,717,973

$ $
6 6

10 107.040 107.040 107.040

63.590 63.590 63.590

22.058 22,068

15
16 441 441 441

35.925 35.925 35.925

18.680
17.500
35.325 35.325

857.530
35.325

857.530(43,693)

25

Salaries and Wages
Purchased Wastewater Treatment
Sludge Removal Expense
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services - Professional
Contractual Sewioes Testing
Contractual Services - Other
Rents
Transportation Expenses
Insurance - General Liability
Regulatory Commission Expense
Miscellaneous Expense
Scomdale Capacity- Lease
Depreciation
Taxes Other Than Income
Property Taxes
Income Tax

248.055
182.867

(20,991 )
(155,782) 27.085

227.064
498.606

$ 2,154,213
$ 342,167

$
s

(220,466) $ 1,933,746
220,466 s 562,633

$
s

471,521
750,072

$ 2,405,268
$ 1.312,706

28
29
30
31
32
33

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense

(519,549) (519,549) (519,549)

36
37
38
39
40

Total Other Income (Expense)
Net Profit (Loss) $ 342.167

$
s

(519549) s 4s19,s49l s
(299,082) $ 43,085 $ 750,072

$
$

(519,549)
793,157

SUPPORTING SCHEDULES
C-1, Page 2
C-2

RECAP SCHEDULES
A-1

DECISION NO 70662
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Gold Canyon Sewer Company Rehearing Decision
Test Year Ended October 31, 2005

Adjustment to Revenues and Expenses
Adjustment Number 1

Exhibit
Schedule C-2
Page 1
VWtness: Bourassa

Adjust Property Taxes to Reflect Proposed Revenues

$ 2,496,380
2.496.380
3.717.973
2,903,578
5.807.156

3
4
5
8
7

Adjusted RevenueS in year ended 10/31/05
Adjusted Revenues in year ended 10/31/05
Proposed Revenues
Average of three year's of revenue
Average cl three year's of revenue. times 2

$
s

Construction Work in Progess at 10%
Deduct
Book Value of Transportation Equipment

$ 5,807,156
Full Cash Value
Assessment Ratio
Assessed Value
Property Tax Rate

1.393.717
16.2920%

Property Tax
Tax on Parcels

9
10
11
12
13
14
t 5
16
17
18
19
20
21
22
23

24

Total Property Tax at Proposed Rates
Property Taxes per Decision 69684
Change in Property Taxes

248.055

26

27
28

Adjustment to Revenues and/or Expenses
(20,991 )

DECISKJN NO
70662
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Gold Canyon Sewer Company Rehearing Decision
Test Year Ended October 31, 2005

Adjustment to Revenues and Expenses
Adjustment Number 3

Exhibit
Schedule C-2
Page 1
Witness: Bourassa

1 Interest Synchronization

Fair Value Rate Base (from B-1 )
Weighted Cost of Debt (from D-1 )
Computed Interest Expense

s 15,371,260
3.38%

$ 519,549

s

$ 519,549

3
4
5
6
7
8
g
10
11
12

Interest Expense Per Decision 59684

Increase in Interest Expense

Adjustment to Interest Expense $ (519,549)

18

DECISION re. j0.692
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Gold Canyon Sewer Company Rehearing Decision
Test Year Ended October al. 2005

Adjustment to Revenues and Expenses
IncomeTax Calculation

Adjustment 4

Exhibit
Schedule C-2
Page 4
VWtness: Bourassa

Test Year

Results

TeSt Year
Adjusted
Results

Adjusted
with Rate
Increase

5
6

sNet Income
Plus

Income Taxes
Interest Synchronization

s 182.867

43,085

$ 27,085

$ 793,157

$ 498,606

10
i t
12

Taxable Income 182,857 70 291 .763

Income Before Taxes

Arizona Income Before Taxes

182.B67
182.B67

70
70

291.753
1.291.763

Less Arizona Income Tax
Rate5.97%

12.742

14
15
16
17
18
19
20
21

Arizona Taxable Income
Arizona Income Taxes

170.125
12.742

201,753

Federal Income Before Taxes 1B2.857 70

Less Arizona Income Taxes 12.142 90.010

23
24
25
26
27

28

Federal Taxable Income 201.753

FEDERAL INCOME TAXES
15% BRACKEr
25% BRACKET
34% BRACKET
39% BRACKET
34%BRACKET

8.500 Federal
27.349 Effective

Federal 8.500 Federal
91.650 Effeetive

294.695 Tax

Federal Income Taxes 49.599 27.12% 11,320 16.13% 408.595 31 .63%

Total Income Tax 498.606

31
32
33
34
35
35
37
38

39
40
41
42
43 Overall Tax Rate 23.10%

45 Income Tax at Proposed Rates Effective Rate s 27,085

DECISION NO. 70662
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Gold Canyon Sewer Company Rehearing Decision
Test Year Ended October 31. 2005

Computation of Gross Revenue Conversion Factor

Exhibit
Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
31.63%

State Income Taxes 6.97%

Np.
1
2
3
4
5
6

Other Taxes and Expenses 0.00%

38.60%8
g

10
11
12

Total Tax Percentage

Operating Income % = 100% Tax Percentage 61 .40%

14
Gross Revenue Conversion Factor

15
17
18
19

Operating Income %

SUPPORTING SCHEDULES

1.6286

RECAP SCHEDULES
Rejoinder A-1

DECISION NG 70662
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Gala Canyon Sewer Company Rehearing Decision
Test Year EndedOctober 31, 2005

Summary of Cost of Capital

Exhibit
Schedule D-1
Page 1
VWtness: Béurassa

Item of Capital
Long-Term Debt

Percent
of

Total
40.00%

60.00%

100.00%

8.459

8.60%

Weighted

3.38%
No.
1
2
3
4
5
5

Stockholder's Equity

Totals

10

12
13

SUPPORTING SCHEDULES

17

22

be

DEGlSlON NO 70662
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1 INTRODUCTION

Please state your name, position, employer and address

My Name is Timothy J. Coley. I am a Public Utilities Analyst v employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 W

Washington, Suite 220, Phoenix, Arizona 85007

7 Please state your educational background and qualifications in the utility

regulation field

Appendix 1, which is attached to this testimony, describes my educational

background and includes a list of the rate cases and regulatory matters in

which I have participated

Please state the purpose of your testimony

The purpose of my testimony is to present RUCO's recommendations

regarding Rio Rico Utilities, lnc.'s ("RRUI" or "Company") application for a

determination of the current fair value of both its Water and Wastewater

Q.

utility plant and property and for a permanent increase in its rates and

charges based thereon for utility service. The test year utilized by the

Company in connection with the preparation of this application is the 12

month period that ended December 31, 2008
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1 BACKGROUND

Please describe your work effort on this project

I obtained and reviewed data and performed analytical procedures

necessary to understand the Company's filing as it relates to operating

income, rate base, and the Company's overall revenue requirement. My

recommendations are based on these analyses. Procedures performed

include the in-house formulation and analysis of several sets of data

requests, the review and analysis of the Company's responses to

Commission Staff data requests, and review of prior Acc dockets related

to RRUI

RUCO's participation in this proceeding is the cumulative effort of me

(Timothy J. Coley) and William A. Rigsby. performed the revenue

requirement analysis on the Company's rate base and operating income

Mr. Rigsby will provide an analysis of the cost of capital. l will also

subsequently file RUCO's recommended rate design on January 4, 2010

RUCO analyzed each division (Water and Wastewater Divisions) on a

stand-alone basis

I

Please identify the Schedules and Exhibits you are sponsoring

I am sponsoring schedules for both the Water and Wastewater Divisions

of RRUI that are numbered TJC-t through TJC-17 and RUCO Exhibits 1

through 6
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1 SUMMARY OF ADJUSTMENTS

Please summarize RUCO's adjustments to the rate base and operating

income contained in your testimony

My testimony addresses the following issues and is common to both the

Water and Wastewater Divisions unless otherwise noted

7 Rate Base

8 RUCO Rate Base Adjustment #1 Accumulated Depreciation This

9 adjustment reflects RUCO's recommended Accumulated Depreciation

balances since the last rate case for each Division. I started with the last10

12

13

Commission approved Utility Plant in Service ("UPIS") and Accumulated

Depreciation balances and reconstructed all plant additions, retirements

and adjustments at the approved depreciation rates

14

15 RUCO Rate Base Adjustment #2 ...- Accumulated Deferred Income Taxes

16 ("ADIT") - This adjustment recalculates the Company's ADIT balances

17

18 RUCO Rate Base Adjustment #3 Advances in Aid of Construction

19 ("AIAC") and Contributions in Aid of Construction ("CIAC") This is a

20 conforming adjustment to the AIAC and CIAC balances the Company

identified in its data response to RUCO data request 1.08

22

23
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1 Operating Income

2 RUCO Operating Income Adjustment #1 Revenue Annualization .-- This

3 adjustment annualized the revenues for the 5/8" residential customer

4 based on the average test-year customer count

RUCO Operating Income Adjustment #2 Purchased Power Expense

Annualization This is a corresponding adjustment to account for the

additional purchased power expense related to RUCO's Operating

Adjustment #1 - Revenue Annualization

RUCO Operating Income Adjustment #3

12

Depreciation Expense - This

adjustment reflects RUCO's recommended level of depreciation expense

13

14 RUCO Operating Income Adjustment #4 - Property Tax Expense - This

adjustment reflects RUCO's recommended level of an increase to gross

16 revenues

17

18 RUCO Operating Income Adjustment #5 Rate Case Expense This

19

20

adjustment reflects RUCO's recommended five-year normalization rather

than the Company's three-year proposed normalization period

22

23
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RUCO Operating Income Adjustment #6 - Miscellaneous Expense - This

adjustment pertains to the Water Division only. It removes unnecessary

expenses that are unwarranted for the provision of water service

RUCO Operating Income Adjustment #7 - Purchased Power Expense

This is a conforming adjustment to purchased power expense that

transfers $48,005 from the Water Division to the Wastewater Division. It

was improperly booked to the Water Division as identi fied by the

Company's data response to Staff data request GB 3.8

RUCO Operating Income Adjustment #8 - Corporate Allocations .- This

adjustment removes some corporate allocations that RUCO finds as

unnecessary in the provisioning of water and wastewater service

RUCO Operatinq Income Adjustment #9 - Bad Debt Expense - This

adjustment normalizes bad debt expense

RUCO Operating Income Adjustment #10 Income Taxes This

adjustment reflects RUCO's level of income taxes on its recommended

taxable operating income
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1 Other Issues

2 Low Income Tariff Program The Company has proposed a new Low

3 Income Tariff Program for RRUI in its rate application for this case. Russo

4 will provide its position on the Company's proposal later in this testimony

6 Hook Up Fee The Company is proposing a new Hook Up Fee to

7 address part of the costs for off-site facilities for new service connections

RUCO will address this matter later in its testimony

9

10 Other Tariff Changes - The Company also proposes a change in the cost

of new service lines. RRUI has proposed that all service line installation

12

13

charges be at "cost" rather than current stated tariff rates. This matter will

be addressed later in RUCO's testimony

14

Late Payment Finance Charge The Company is proposing the

16

17

Commission to approve at 1.5 percent finance charge for customers that

are delinquent on their accounts. RUCO will discuss this proposal later in

18 its testimony

19

20

22

23
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1 REVENUE REQUIREMENTS

Please summarize the results of RUCO's analysis of the Company's filing

and state RUCO's recommended revenue requirement

RUCO's analysis found many of the Company's financial statements (i.e

balance sheets) filed with the application and invoices provided in data

responses to the various interveners in the Algonquin related cases

unreliable and without sufficient detail

RUCO's recommended fair value rate base is $7,045,555 for the Water

Division and $2,937,595 for the Wastewater Division. Mr. Rigsby

recommends a 9 percent return on common equity and an overall rate of

return on fair value rate base of 7.90 percent

RUCO's recommended revenue requirements increase gross revenues by

$936,172 for the Water Division and decrease gross revenues in the

amount of $549,328 for the Wastewater Division. RUCO's recommended

increase (decrease) in gross revenues represents a 49.95 percent

increase and a (29.69) percent decrease in the Water and Wastewater

Divisions respectively. The details are shown on Schedules TJC-1 and

TJC-17
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1 RATE BASE ADJUSTMENTS

Is RUCO recommending any changes to the Company's proposed rate

base?

Yes. RUCO analyzed the Company's rate base adjustments to its

historical test-year elements of rate base and made adjustments to the

rate base as filed by the Company. The details of RUCO's adjustments

are explained individually below

Rate Base Adj. #1 - Plant and Accumulated Depreciation

Please explain any adjustments that RUCO made to the Company's utility

plant in service ("UPlS") and Accumulated Depreciation balances

Al l  of  RUCO's adjustments are common to both the W ater and

Wastewater Divisions unless otherwise noted. Each division is comprised

of its UPIS and Accumulated Depreciation. RUCO reconstructed the

UPIS additions, adjustments, and retirements since the last rate case, as

did the Company, to determine the proper UPIS and Accumulated

Depreciation balances for the test year in this case

Does RUCO accept the Company's balances of UPIS and Accumulated

Depreciation balances authorized in the previous case for a starting point?
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Did RUC() make any adjustments to Company's adjusted test-year UPlS

or Accumulated Depreciation balances to the divisions?

RUCO agrees with the Company's adjusted test-year end UPIS balances

for both the Water and Wastewater Divisions. However, RUCO made

adjustments to the Accumulated Depreciation balances for both divisions

What led RUCO to make those adjustments for Accumulated

Depreciation?

9

10

Apparently, the Company's Water Division Schedule B-2, pages 3.1 - 3.6

contains an error in the depreciation expense formula for Account 341

Transportation Equipment for years 2003 - 2007. The Company's 2008

depreciation expense for Account 341 is calculating properly. This is not

the only mistake I identified but the most significant

The same problem exists in the Company's Wastewater Division Schedule

B-2's with the exception of year 2004. For year 2003, there is a slight

error in Accounts 360 and 361 depreciation expense calculation. Account

390.1 - Computers and Software has a marginal mistake for year 2005

A.

For years 2006 through 2008, the same computational error occurs in

Accounts 390.1 and 396
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What adjustments did RUCO make to the Accumulated Depreciation

balances?

RUCO's adjustments increased the Accumulated Depreciation balances

by $130,701 for the Water Division and $45,969 for the Wastewater

Division. Those adjustments are on Schedules TJC-2 with the supporting

detail on Schedules TJC-3

Rate Base Adj. #2 - Accumulated Deferred Income Taxes

Did the Company make a proforma adjustment in its rate application that

created an adjusted test-year end Accumulated Deferred Income Tax

("ADlT") Assets for both the Water and Wastewater Divisions?

14 What are ADIT's'?

ADIT is a balance sheet item that is derived through the normalization of

income tax expense on the income statement. ADIT's can be classified as

either ADIT Liabilities ("ADTL") or ADIT Assets ("ADTA"). An accounting

department may manage deferred tax liabilities and assets in a way that

helps maximize a company's net income for external financial accounting

reporting purposes. On the other hand, an accountant may seek to

Q.

minimize the company's net income for purposes of the internal Revenue

Service ("IRS") tax liability reporting purposes in a given fiscal tax year
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ADlT's are created by temporary inter-period timing differences between

the book and taxable income treatment of certain accounting events and

transactions. These differences typically originate in one period and

reverse in one or more subsequent periods. For utilities, the largest such

timing difference is the extent to which accelerated tax depreciation

generally exceeds straight-line book depreciation during the early years of

an asset's service life." ADIT represents the cumulative net deferred tax

amounts as shown in the table 1 on the next page

South Dakota Public Utilities Commission, Testimony of Witness Kyle Sem, Docket EL08-030
page 47

11
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Table 1
utility Company

Accounting for Deferred Income Taxes

Tax Deductions

2

3

Accelerated Cost of Timing

Depreciation Removal Difference

$400,000

240.000

144.000

108.000

108.000

Deferred

Income

Taxes

$ 298,000 $ 119,200

138.000 55.200

42.000 16.800

5

6

Accumulated

Deferred

Income

Taxes

$ 119,200

174.400

191 .200

193.600

196.000

155.200

114.400

73.600

32.800

Books

Straight-line

Year Depreciation

$ 102,000

102.000

102.000

102.000

102.000

102.000

102.000

102.000

102.000

102.000

8

9

10 20,000

(102,000)

(102,000)

(102,000)

(102,000)

(82,000)

(40,800)

(40,800)

(40,800)

(40,800)

(32,800)

$1,020,000 $1,000,000 $20,000

Assumptions Depreciation

Asset Cost

Income Tax Rate

Cost of Removal

$ 1,000,000

40%

$ 20,000

Book - 10-years, Straight-line

Tax - 5 years, DDB with Switch to SL

Note: The Deferred Income Tax amount in Year 1 is derived from multiplying the Net

Timing Difference of $298,000 by the assumed Income Tax Rate of 40 percent

Deferred Income Tax of $119,200. The Accumulated Deferred Income Taxes are the

accumulation of each year's Deferred Income Tax amount

Carl W. Dabelstein; CPA, Income Taxes in Ratemakinq, Exhibit No. 8

12
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The illustrative example shown in Table 1 assumes a single asset with no

further ongoing investment in capital assets. Using that example, one can

see how the reversal of the ADTL reverses itself in the later years of its

useful life and to zero in the last year

6 Are uti l i t ies a capital  intensive industry that requires continuous

investments in new plant assets?

Does RUCO believe that a utility company that is making ongoing capital

investments in plant that it is conceivable and logical that a deferred tax

Yes.

liability, a reduction to rate base could exist on a company's books

indefinitely

RRUI should be reflecting a deferred tax liability, which is a

reduction to rate base rather than an asset that increases rate base

Utilities are constantly adding and repairing new and old infrastructure all

the time. This requires additional investment on behalf of the utility year

after year. When a utility's asset (rate) base continues to grow each year

the total accelerated depreciation will continue to exceed book

depreciation, but for individual assets, at some point book depreciation will

be larger.3 Another source that l researched stated the following

E. Busch and J. Johnson, "Treatment of Income Taxes In Utilitv Ratemakino," A White Paper
Prepared for The Oregon Legislative Assembly By Public Utility Commission of Oregon Staff
February 2005, page 7 of 17

Q.

to
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New investments that cause the level of depreciable assets
to at least remain constant over time can effectively delay
that deferred tax liability indefinitely

RUCO's analysis determined that RRUl has continually added plant since

its last rate case Decision No. 67279. RUCO believes it is improper for

the Company to claim an ADTA on its B-2 Schedules when no such

designation appears on its Schedule E's balance sheet

Did RUCO inquire as to why the Company's Schedule E's balance sheets

reported no ADIT amounts?

14 What response did the Company provide regarding it not reporting any

ADIT on its balance sheet?15

The Company responded by saying that its ADIT balances are maintained

on the parent level, Algonquin Power Trust Fund ("APTF"), books

19

20

Did RUCO review the parent, APFT, balance sheet provided in its 2008

Annual Report to assess the amount of ADIT reported there?

Yes. APFT reported a net ADIT Liability in the amount of $83,951 ,000, as

shown in RUCO Exhibit 1. When that amount is allocated down to APFT

Source: http:www.utdallas.edu, Accounting Text, Chapter 16, Accounting for Income Taxes
page 3 of 20

Q.

Q.

14
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affiliates in some logical, rationale, and/or systematic" manner would

amount to a reduction to rate base rather than an addition to rate base as

the Company's rate application reports

Did APTF 2008 Annual Report balance sheet actually balance properly

(i.e., Assets = Liabilities + Equity)?

If RRUI had reported its claimed ADIT Assets of $778,203 and $323,602

on its balance sheets for the Water and Wastewater Divisions

respectively, would RRUI Schedule E balance sheets balance properly

14 Did RRUI claim any ADIT's in the Company's Annual Reports financial

statements, filed with the Commission annually, since the last rate case

authorized in Decision No. 67279

Yes. RRUI filed three annual reports for the Water Division that showed

both ADIT Asset and Liability amounts in years 2006, 2007, and 2008

As prescribed in Statement of Financial Standards No. 109, Section 40, page 19

Q.

15



Direct Testimony of Timothy J. Coiey
Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257

Did RUCO ask the Company about the ADIT amounts claimed in the

Annual Reports filed with the Commission for those three-years?

Yes. RUCO asked the Company about the ADIT Liability amount of

$72,985 for the Water Division reported in the 2008 Annual Report filed

with the Commission. The Company responded that the amount was not

an ADIT Liability in actuality but was a deferred rate case expense that

was misclassified as shown in RUCO Exhibit 2

Did Commission Decision No. 67279 in RRUI's last rate case authorize

any ADIT balance?

No. Albeit, the Company firmly denied that fact in its response to RUCO

data request number 3.03. First, the Company denied the fact that no

ADIT were granted in that decision and then, responded that "The

decision speaks for itself," as shown in RUCO Exhibit 3

What is an Accumulated Deferred Tax Asset ("ADTA")?

An ADTA is listed on a company's balance sheet to document or record

an event/situation where the Company will likely realize a reduction in

future income taxes due to an asset. In other words, an ADTA is a future

tax benefit. In order for the company to benefit from a deferred tax asset

a company first deducts the expense on its accounting books. Tax breaks

are then provided at a later date. Warranties and Net Operating Losses

("NOL") are good examples of ADTA. Generally Accepted Accounting

16
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Principles ("GAAP") allows a company to make estimates on their future

warranty expense based on how many returns they think they will get and

records the estimated expense on its books. However, the IRS will not

allow the recognition of the estimated warranty expense until the actual

event occurs. and as a result, shareholder income is lower than taxable

income. An ADTA is similar to a prepaid tax. Here is an example that

contains numbers, a company may have an ADTA of $10,000 listed on its

books. If the company earns $50,000 in income prior to taxes, the

company can deduct the $10,000 ADTA from the total taxable income. As

a result, the company is only required to pay taxes on the $40,000

What is an Accumulated Deferred Tax Liability ("ADTL")'?

The Rate Case and Audit Manual prepared by the National Association of

Regulatory Utility Commissioners ("NARUC") Staff Subcommittee on

Accounting and Finance in the summer of 2003 reported the following

Deferred income taxes (DIT) arise whenincome tax amounts

provided for book purposes differ from the amount of taxes

currently due and payable. The primary [emphasis added]

cause of the tax differences is the straight-line depreciation

rates used for rate making purposes versus the accelerated

depreciation rates used for federal and state income tax

purposes. Under this method, there is higher depreciation

expense for tax purposes than for regulatory book Purposes

causing the taxes computed for regulatory books (and thus

included in revenue requirement) to be more than the taxes

actually payable to the Internal Revenue Service and state
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taxing entities, in the early years of the asset's life. In later

years, the situation reverses itself, such that the revenue

requirement will reflect a lesser amount of income tax than

that which is actually due and payable. This difference then

becomes a source of interest-free funds, provided by

ratepayers and not investors. This accumulated balance of

interest-free funds (ADIT) is available to the utility to further

invest until it is then needed to fund the taxes due and

payable in the later years

These differences are generally caused by both differences

between IRS/State and regulatory allowed asset

depreciation lives, and differences in the depreciation

method (e.g., straight line versus accelerated)

The timing differences related to life and method differences

are required by the federal tax code to be normalized

Pursuant to normalization, the timing differences are

accumulated in the DIT account and used to spread the

benefits of the IRS tax policies over the economic life of the

asset. This will be the bulk [emphasis added] of the dollars

involved in DIT. The remaining items, related to basis

differences, may be either normalized or flowed-through to

customers. Under the flow-through method, income tax

savings resulting from IRS tax methods are immediately

used to reduce rate (i.e., revenue requirements) instead of

recording the difference as a liability in the deferred tax

accounts

In looking at accumulated DIT, the auditor should look at the

Schedule M of the federal (and possibly state) tax return, to

18
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determine the types of items the IRS/State computed taxes

and taxes computed for regulatory purposes

There are two ways of  t reat ing DIT in  the revenue

requirement computation. In the first, the accumulated DIT

is deducted from rate base. This appropriately recognizes

that these are interest free funds upon which the utility

should not earn a return. In the second, the accumulated

DIT is not deducted from rate base, but instead, is treated as

zero cost element of the capital structure. In doing so, a

lower average authorized rate of return is applied to a higher

rate base. In concept, the methods should derive similar

results. The auditor should become famil iar with the

jurisdiction's policy and practice on this matter, so it is

properly reflected in the rate computation

18

19

20

The above referenced source addressed two methods of addressing

Accumulated Deferred Income Taxes. Which method does Arizona utilize

in revenue requirement computation?

Arizona utilizes the normalization method that spreads the DIT benefits of

the IRS tax policies over the economic life of the asset, which is a

reduction to rate base

Rate Case and Audit Manual prepared by the National Association of Regulatory Utility
Commissioners ("NARUC") Staff Subcommittee on Accounting and Finance in the Summer of
2003, pages 24-26

Q.

19
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Does RUCO have another source that supports its position regarding the

ADIT issue to which the Company claims?

Yes. A paper' prepared for the Public Service Commission of Utah cited

the following

Deferred income taxes are created when components of

income or expense are recognized in different time periods

for financial reporting purposes than for income tax

purposes. The Federal income tax laws necessarily require

some i tems to be reflected di fferently for income tax

reporting purposes. Some of these differences are the result

of efforts to protect the federal government from abuse by

tax payers. Other differences are the result of legislative

efforts to stimulate economic activity. These efforts often

take the form of accelerated depreciation or an immediate

write-off of investments in fixed assets. When these assets

are deducted more quickly on income tax returns than for

financial reporting purposes the current burden of income tax

payments are reduced. These accelerated write-offs will

eventually be exhausted and the company's taxable income

will increase to a level that is above book income relative to

those specific items

The income tax issues related to the establishment of utility

rates can be complicated. Regulatory agencies sometimes

require that advantageous tax provisions be flowed-through

to ratepayers by including those adjustments in the

calculation of the income tax component of the revenue

requirement. However, Congress has restricted this practice

so that temporary differences related to accelerated

Edwin C. Farrar, CPA for the Garrett Group, LLC," Normalization of Deferred income Taxes for
Rockv Mountain Power, May 28, 2009, pages 1-2

20
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depreciation cannot be used to directly benefit ratepayers

Instead, regulatory bodies must use the same depreciation

rates for both the revenue requirement calculation and for

the income tax calculation contained in the revenue

requirement. The regulator is then permitted to use the

accumulated balance of deferred income taxes that results

from this treatment as a reduction to the rate base. This

requirement results in an interperiod tax allocation because

income tax deductions are recognized when the asset is

depreciated for rate raking purposes instead of when the

deduction is actually taken on the tax return. The use of the

interperiod tax allocation to calculate components of the

revenue requirement and to calculate income tax expense

and the deduction of the accumulated deferred income tax

balance from the rate base is known as income tax

normalization... With normalization, the balance of

accumulated deferred income taxes may be deducted from

rate base as a source of cost free capital. The ratepayer will

realize a reduction in rates under full normalization equal to

the Commission authorized pretax return on the balance of

accumulated deferred income taxes

Besides Modified Accelerated Cost Recovery System ("MACRS"), what

other tax laws exist within the Internal Revenue Code ("IRC") that allows a

company to write-off capital investments and plant more quickly on its

income tax returns than for financial / ratemaking purposes?

Two other tax laws come to mind that allow a company to immediately

write-off investments in fixed assets. The first is the IRC Section 179

Expense, which allows a company to deduct up to $250,000 in the first
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year of the asset's cost for qualified property. The second IRC option for a

company is the 2008 bonus depreciation, which allows a company to

immediately write-off 50 percent of the cost in the fixed asset the first year

it is placed in service. Both of those options are the result of legislative

efforts to stimulate economic activity. When these assets are depreciated

more quickly on income tax returns than for financial reporting purposes

the company's current burden of income tax payments is reduced. Thus

ratepayers are paying more income taxes through their rates than the

company is actually paying the IRS from the greater depreciation income

tax deductions. The reason that the ratepayers are contributing more

income tax expense through rates than the company is actually paying the

IRS is primarily because the ratemaking process is prohibited from using

the greater accelerated depreciation method deduction when setting the

income tax expense levels for rates. The difference between 1) the higher

income tax expense authorized by the Commission in setting rates and 2)

the lower income tax the company actually pays to the IRS is 3) the

deferred income tax liability, which is a reduction to rate base

Please provide a hypothetical scenario il lustrating how the special

depreciation deductions affect depreciation expense and thus, taxable

income

Assume a company completed its second full year of operations ending on

December 31. 2008 and has a rate base of $12,000,000. It added

22
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$2,500,000 of plant additions during 2008, which are included in the

$12,000,000 rate base. The new plant additions have a useful life of 10

years, which qualify for MACRS tax depreciation of 150 percent declining

balance ("DB") method using the half-year ("HY") convention

The Commission predetermined just and reasonable rates prior to the

company's first year of operations based on the company's rate base

estimated allowable expense levels, and its cost of capital.

Commission estimated an allowable depreciation expense of $1,200,000

calculated using straight-line depreciation, to be recovered annually

The

through the company's ratepayers' rates. The Commission also

authorized an annual income tax expense of $406,182 to be collected in

rates paid by the utility's customers

The company electednot to recover any part of the cost of the new plant

additions under IRC Section 179 Deduction" but did choose to claim the

Special Depreciation Allowance or Bonus Depreciation, as RRUI refers to

The company can take a special deduction allowance to recover part of

the cost of qualified property, placed in service during the 2008 tax year

The allowance applies only for the first year you place the property in

IRS Publication 946: The total amount you can elect to deduct under section 179 for most
property placed in service in 2008 generally cannot be more than $250,000

23



Direct Testimony of Timothy J. Coley
Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257

service. The company claims an additional 50 percent special allowance

after electing or not electing to take the section 179 deduction. The

allowance is an additional deduction that can be taken after any section

179 deduction and before the calculation of regular MACRS depreciation

The order of the depreciation election process is 1) first, elect to take or

not take the section 179 deduction, 2) claim or not claim the special 50

percent deduction allowance, and then 3) figure the regular MACR's

depreciation on the new tax basis from the adjustments from the elections

and claims in one and two above

Please take us through the process of calculating the tax depreciation

deductions for these special IRS allowances for the $2,500,000 of new

plant additions

The company would first choose to either elect or not elect the section 179

deduction, which is up to $250,000. In this hypothetical scenario, the

company chose not to elect the section 179 deduction. The company did

choose to claim the special depreciation allowance of 50 percent of the

$2,500,000 new 2008 plant additions. The Company deducts half of the

plant additions for a total tax deduction of $1,250,000. The remaining

$1 ,250,000 is the company's new tax basis in the assets. The company's

book basis in the plant additions is still $2,500,000. The difference of

$1,250,000 in the tax versus book basis is due solely to the company
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claiming the special depreciation allowance. Hence, the special deduction

has lowered the taxable operating income by an additional $1,250,000

over financial book reporting. Thus, the actual income tax payable to the

IRS is lower than that reported in the company's books. The company

can now figure its regular ivlAcRs depreciation for tax purposes on the

new plant additions

Using the MACRS 150 percent DB tax depreciation method and the HY

convention, the company is allowed to deduct 7.5 percent tax depreciation

on its adjusted $1 ,250,000 tax basis on the new plant additions or $93,750

($1 ,250,000 X 7.5%). Under straight-line book depreciation method using

the HY convention, the company is allowed a 5 percent depreciation

expense deduction for the first year the plant is placed in service or

$125,000 ($2,500,000 X (10% / 2)). For tax purposes, the company is

allowed to deduct the additional special depreciation allowance of

$1,250,000 plus the $93,750 for the regular MACRS depreciation

calculation for a total depreciation deduction of $1 ,343,750 ($1 ,250,000 +

$93,750). For book and rate raking purposes, GAAP allows only a

straight-line depreciation deduction of $125,000 ($2,500,000 X (10% / 2))

in the first year that the plant is placed in service. Thus, taxable income is

lower for tax purposes than book purposes because of the greater tax

depreciation deduction generated by claiming the special depreciation

deduction allowance
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The deferred tax calculation for the hypothetical DIT scenario" is shown in

the table below

Plant
Additions

Book
Depreciation

1* Year Tax
Depreciation

Rate
Tax
Rate

Deferred

2.500.000 125.000 53.75%

Depreciation Difference

1,343,750 t,218,750 38.60% (470,438)

As shown in the last column of the table above, the deferred income tax

related to the bonus depreciation that the company claimed is a liability of

$470,438, which is a reduction to rate base for the interest free funds the

company over collected from the ratepayers for income taxes

Did RUCO ask RRUI about its bonus depreciation it is claiming in this

case that creates a deferred income tax liability

Yes. RUCO issued data request number 3.10 that inquired about the

bonus depreciation and the Company's response was as follows

Q. Accumulated Deferred Income Tax (ADIT) - Admit that the
bonus depreciation (50%) taken by the Company that led
to the Company's net operating loss (NOL) shown on
Company Schedules B-2, page 5 - line 11, would create a
book ADIT liability for that year. If denied, please explain
why

RESPONSE: Deny. The tax net operating loss was caused, in part
by the bonus depreciation. However, the bonus depreciation is
already contained in the tax basis value of plant and equipment of
$13,584,404 shown on Schedule B-2, page 5. The inclusion of the
bonus depreciation contributed to lowering the tax basis and
ultimately the book-tax timing difference. However, the adjusted net

The numbers and amounts used in this hypothetical are exact amounts as shown in RRUl's
rate application but are relatively comparable in size
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book basis of assets remains greater than the tax basis of assets
and creates a deferred tax asset. [emphasis added] The tax net
operating loss carry forward is a distinct book~tax timing difference
which by itself creates a deferred tax asset

Does RUCO agree with the Company's response and if no, why

There are two primary reasons why RUCO disagrees with the Company's

response. First, the table on the previous page clearly demonstrates that

bonus depreciation creates a deferred tax l iabil i ty in and of i tself

Secondly, the part of the Company's response that is underlined with

emphasis added is wrong and backwards

Please explain why RUCO believes that portion of the Company's

response is wrong and backwards

It is wrong and backwards for the same reason. Deferred tax assets are

created when the tax basis of an asset is greater than book basis (See

RUCO Exhibit 4)- This exhibit is an excerpt from a Chapter titled

Corporate Income Tax from a 2008 Prentice Hall publication text book

slide show presentation. The conclusions displayed in RUCO Exhibit 4

are the exact opposite of what the Company claims in its response

Maybe that is why the Company has proposed an ADIT asset to increase

rate base in the instant case. A deferred tax liability, which is a reduction

to rate base. occurs when the tax basis of an asset is less than the book

basis. When the tax basis is less than the book basis, this means that

more depreciation through accelerated methods has been taken than on
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the book basis, which must use the straight-line depreciation method that

results in less depreciation in the early years of an asset's life. As RUCO

has shown throughout its testimony that is what creates the bulk of a

utilities ADIT

In a case involving Hope Gas, Inc., Case No. 05-0304-G-42T, Mr.Hugh

Larkin.'°  Jr. testified on behalf of the Consumer Advocate Division of the

Public Service Commission of West Virginia and summed up ADIT in a

much more concise way than I have here as follows

In Adjustment 59A the Company reduced accumulated
deferred income taxes and increased rate base. It appears
that this adjustment was made incorrectly by the Company
and should have increased deferred income taxes and not
decreased them

Does RUC() agree with the Company's proforma adjustment to RRUI that

establishes an ADTA?

No

20

21

What other reason(s) does RUCO provide in opposing the Company's

proforma adjustment that claims an existence of an ADTA?

RUCO takes issue with the creation of the ADTA on several grounds

beyond what RUCO has already discussed in this testimony

Mr. Larkin is a CPA and senior partner in the firm of Larkin 8< Associates, PLLC. RUCO and
the Commission has obtained Larkin 8¢ Associates for its services as outside consultants in a
number of Arizona regulatory cases and matters

Q.
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Please expound further on the issues of why RUCO opposes the

Company's proforma adjustment that gives rise to the ADTA

RUCO has reviewed all interveners data requests and responses to

APTF's utility affiliates in Black Mountain Sewer, Litchfield Park Water and

Sewer. and RRUl Water and Sewer Divisions rate cases. All interveners

that analyzed the ADIT issue have grave concerns in regards to the

Company's claim of an ADTA

Does the Company's calculation of its ADIT Asset include Advances in Aid

of Construction ("AIAC")'?

13 What is RUCO's position regarding the Company's inclusion of AIAC in its

ADIT computation?

RUCO's position on the Company's inclusion of AIAC in the computation

of ADIT is its erroneous. The Company does not have any book neither

tax basis in plant that was funded through non-investor capital other than

the amount previously refunded. The Company is already earning a

return of the AIAC balances through depreciation expense and is entitled

Q.

to no more or less
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1 What is RUCO's recommendation regarding the ADIT?

RUCO recommends that the Commission follow the guidelines set forth in

the Statement of Financial Accounting Standards ("SFAS") No. 109 that

was issued in February 1992 and specifically for companies that file

consolidated tax returns as APTF does with its affiliate RRUI

Please state what those guidelines are in SFAS No. 109

Section 40, page 19, of SFAS No. 109 states the following guidelines

whenever "The consolidated amount of current and deferred tax expense

for a group that files a consolidated tax return shall be allocated among

the members of the group when those members issue separate financial

statements" as is the case with RRUI for this rate proceeding. SFAS No

109 further states the following

Separate Financial Statements of a Subsidiary

40. This Statement does not require a single allocation

method The method adopted, however, shall be

systematic, rationale, and consistent with the broad

principles established by this Statement. A method that

allocates current and deferred taxes to members of the

group by applying this Statement to each member as if it

were a separate taxpayer meets those criteria

Q.

The excerpt of SFAS No. 109 is provided in this testimony as RUCO

Exhibit 5
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1

2

3

How has RUCO allocated, as set forth in Section 40 of SFAS No. 109, the

parent Company's net deferred income tax liabilities that are reported on

APTF 2008 Annual Report balance sheet?

RUCO adopted the prescribed SFAS 109 method to allocate APTF's net

deferred income tax liabilities. RUCO's allocation factor is based on RRUI

total asset cost ($8.8 million) divided by Algonquin Power Trust Fund's

total assets ($978.1 million) to arrive at RRUI asset ratio, as reported on

its 2008 Annual Report. RUCO's allocation method adopted is systematic

rationale, and consistent with the broad principles established by Section

40 of SFAS No. 109. It allocates current and deferred taxes to members

of the group by applying SFAS No. 109 to each member as if it were a

separate taxpayer and meets the criteria established therein. These

deferred income tax liabilities are attributable to all APTF's affiliates. The

ratepayers of RRUI are entitled to those tax benefits that it contributed

towards

17 What is RUCO's recommendation for RRUI ADIT balance for the Water

18 and Wastewater Divisions?

RUCO recommends an ADIT Liability balance of $501,057 for the Water

Division and $208,912 for the Wastewater Division to properly reflect

SFAS No. 109 criteria of allocating the tax benefits that the ratepayers are

entitled. which reduces rate base accordingly. Those adjustments are on

Q.

Q.
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Schedules TJC-2 with the supporting detail on Schedules TJC-3 and TJC

Rate Base Adj. #3 - Advances and Contributions

Please discuss RUCO's adjustment to advances-in-aid-of-construction

("AIAC") and contributions-in-aid-of-construction ("CIAC")

This is a conforming adjustment to AIAC and CIAC that arose through

RUCO data request 1.08. RUCO inquired about the balances in the

respective AIAC and CIAC accounts. The Company's response was after

closer investigation it determined that the amounts filed in the application

was not correct. RUCO made the necessary adjustments to conform with

the Company's updated AIAC and CIAC balances

What adjustment was necessary to conform to the Company's updated

AIAC and CIAC balances?

It was necessary to increase the AIAC balance by $48,724 and a

corresponding adjustment to decrease the CIAC by the same $48,724 for

the Water Division. The Company's data response indicated an

adjustment was needed to increase AIAC by $238,783 and a

corresponding adjustment to decrease CIAC by the same $238,783 for the

Wastewater Division. Those adjustments are on Schedules TJC-2 with

the supporting detail on Schedules TJC-3
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1 OPERATING INCOME ADJUSTMENTS

Operating Income Adj. #1 - Revenue Annualization

3 Please explain RUCO's Operating Income Adjustment #1

This adjustment annualized the Company's revenues of the 5/8 inch

average test-year customer count for the Water Division. The same

calculation applies to the 5/8 inch residential Wastewater customers

Did the Company make a revenue annualization adjustment to the test

year end revenue balances?

Yes. The Company annualized revenues to the test-year end customer

counts. RRUI's revenue annualization decreased revenues by $4,794 and

$4,505 for the Water and Wastewater Divisions respectively

Doesn't RUCO normally annualize revenues to the test-year end customer

count rather than averaging the test-year customer count?

Yes. RUCO normally annualized the revenues to the test-year end

customer count

19 Why did RUCO deviate from annualizing revenues to the test-year end

customer count to averaging the customer count in the test-year?

RUCO did annualize revenues to the test-year end customer count for all

customer classifications with the exception of the 5/8 inch residential

customer

Q.

Q.
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How is customer annualization typically used in a utility rate case?

Where a utility is growing and having to add plant during the test-year to

serve additional customers, a revenue annualization adjustment is

typically employed in order to capture the impact on revenue from

customer growth that has occurred and to better match the revenue with

the test-year plant that has been added to serve the new customers. The

revenue growth that relates to the addition of customers is captured in an

adjustment to increase revenue that is related to the increased plant that

has been added to serve additional customers during the test-year

11 Why does RUCO believe that averaging the test-year customer count is

more appropriate in this case for the 5/8 inch residential customers?

The Company's method of annuaiizing revenue is similar to the one used

in its last rate case. However, the use of such a method in this case is

decreasing test-year revenues RUCO's analysis of the 5/8 inch

residential bil l  counts determined that the Company's decrease to

Q.

revenues were not attributable to a permanent decline in customer count

during the test-year but more attributable to the seasonality of the monthly

customer counts
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Has Russo recommended averaging the test-year customer count in prior

rate cases to annualize revenue?

Yes. Mr. Ralph Smith, RUCO's outside consultant, recommended a

similar approach to averaging the customer count when annualizing

revenues in the last Unisource Gas ("UNS Gas") rate case - Docket No

G-04204A-08-0571. RUCO recommends averaging the customer count in

RRUI for the same reasons Mr. Smith gave in the UNS Gas case. Mr

Smith stated the following

Moreover, the decrease in revenue produced by the

Company's calculation appears to be related to customer

seasonality rather than a permanent decline in customer

count during the test year, and therefore should not be

adopted because it would understate test year and going

forward revenues

I conclude that UNS Gas has added, on average, both

residential and commercial customers in each and every

year, including the test year. Consequently, an adjustment to

decrease test year revenue would understate test year and

going-forward revenues and be inappropriate and should be

rejected. Test year revenue of $516,000 should not be

removed as proposed by UNSG
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In performing RUCO analysis of the monthly customer counts that led it to

the determination that the low test-year end customer count for the 5/8

inch residential customers is caused more by the seasonality of the

customers rather than a permanent decline in customer counts, what did

the data disclose?

After analyzing the Company's Annual Reports filed with the Commission

the "Water Use Data Sheet By Month" for calendar years 2005 2008

showed an increase in customers for each month, with the exception of

one-month of the 48 months analyzed, during that four-year time period

That analysis determined that to annualize revenues to test-year end

customer count was a proper methodology to utilize

However. RUCO's examination of the Company's H-5 Schedules

discovered that the test-year end customer count was less than all other

months in the test-year, with the exception of the month of October. In

fact. the month of June had 331 more customers than the test-year end

month of December. This analysis shows that to annualize to the test

year end customer count would skew the results of the annualization to

the detriment of the ratepayers. Thus, a more proper methodology to

utilize in this particular instance would be to average the number of

customers in the test-year for a basis of the annualization. This approach

normalizes the customer count over the test-year period and eliminates

the outliers, which produces more reasonable results

36



Period Total Plant in Service Change

2006 $ 30,269,691

2007 31 ,033,505 $ 763,814

2008 34,023,226 2,989,721

Pedod Total Plant in Service Change

2006 $ 11,626,019

2007 11 ,673,445 $ 47,426

2008 11,833,279 159,834
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Has RRUI experienced growth to both plant and customer count since its

last rate case?

Yes. Using the average test-year customer count for the 5/8 inch

residential customers better matches the revenue to the plant added to

serve the new customers. For years 2006 through 2008, new plant

investments were as follows

Water Division

Wastewater Division

What year-over-year increases has RRUI experienced for total average

customers?

The year-over-year increases that RRUI has experienced for total average

customers are summarized in the following tables
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Period Average Customers Change

2006 5,725

2007 6,147 422

2008 6,506 359

Pedod Average Customers Change

2006 1,929

2007 2,060 131

2008 2,170 110
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Water Division

Wastewater Division

What adjustment does RUCO recommend to annualize revenues to the

average test-year customer count to better match revenues to the plant

additions and to account for the seasonality of the customer base?

RUCO recommends increasing gross revenues by $26,801 for the Water

Division and increasing the Wastewater Division's gross revenues by

$20,125. This mitigates the seasonality of RRUI customer base. Those

adjustments are on Schedules TJC-6 with the supporting detail on

Schedules TJC-7 and TJC-8, pages 1-16
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Operating Income Adj. #2 - Purchased Power Expense Annualization

Please explain RUCO's adjustment to Purchased Power Expense

RUCO's adjustment to Purchased Power Expense Annualization is a

direct result of RUCO's adjustment #1 to Revenue Annualization. Since

RUCO recommends additional revenue, it is also necessary to account for

the addi t ional  gal lons of water to be pumped and sewage to be

transported and treated

9 Are there any other adjustments that RUCO made to the Purchased

Power Expense Annualization that you would like to discuss?

Yes. When annualizing the related expenses (purchased power and

chemicals), it was determined the Company miscalculated the purchased

power expense. The Company's calculation (Adjustment #6) fails to

include the purchased power adjustment #5 that relates to the estimated

APS rate increase. RUCO has properly accounted for that adjustment

when annualizing its purchased power expense. That correction slightly

increases the purchased power expense in the annualization of the

Q.

expense
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1 What adjustments are necessary to properly reflect the additional

expenses to account for RUCO's increased levels of revenue because of

its' Revenue Annualization recommendation?

Adjustments to increase Purchased Power by $9,081 for the Water

Division and by $1,694 for the Wastewater Division are necessary to

account for the additional flows. Those adjustments are on Schedules

TJC-6 with the supporting detail on Schedules TJC-7 and TJC-9

Operating Income Adj. #3 - Depreciation Expense

Have you recalculated Test Year Depreciation and Amortization expense?

Yes. Based on RUCO's adjusted test-year plant and CIAC balances, I

have recalculated Depreciation and Amortization Expense on a going

forward basis. The adjustment is exhibited in Schedule TJC-10 for both

the Water and Wastewater Divisions

What was RUCO's reason for adjusting the Company's Depreciation

Expense

The primary reason that led to the adjustments was due to differences

between the Company's and RUCO's CIAC balances

Q.
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1 What adjustments are necessary to reflect RUCO's recommended levels

of depreciation expense?

RUCO's adjustments increase the Company's Depreciation and

Amort izat ion Expense by $1,687 and $9,361 for the W ater and

Wastewater Divisions respectively

Operating Income Adj. #4 - Property Tax Expense

Has RUCO made an adjustment to the Company-proposed level of

Property Tax Expense?

Has RUCO calculated Property Tax Expense using a methodology that

has been adopted by the ACC in prior rate cases?

Yes. RUCO has used a modified version of the ADOR formula that has

been adopted by the Commission in a number of prior rate cases

RUCO's calculation of Property Tax Expense uses two years of adjusted

gross revenues and one year of RUCO's recommended level of gross

revenues to arrive at a three-year average of gross revenues that is

subject to property tax. The calculation of Property Tax Expense can be

viewed in Schedules TJC-11 for both the Water and Wastewater

Divisions

Q.
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1 Are there any differences between RUCO's calculation of Property Tax

Expense and the Company's calculation?

Yes. There are three differences. First, RUCO's adjusted test-year gross

revenues are not the same as the Company due to an adjustment for

Revenue Annualization nor is the proposed level of gross revenues the

same because RUCO recommends a lower amount of an increase in

rates. Second. RUCO's calculation includes an addition of 10 percent of

the amount of Construction Work in Progress ("CWlP") that was booked

during the test-year. Finally, RUCO has deducted a different amount of

test-year net book value (See Schedule TJC-4, page 7) of the Company's

vehicles

13 What adjustments were necessary to reflect RUCO's differences in

calculating the Property Tax Expense?

RUCO's adjustments decrease the Company's Property Tax Expense by

$30,780 and $12,434 for  the W ater  and W astewater Divisions

respectively

Operating Income Adj. #5 - Rate Case Expense

20 What level of Rate Case Expense is RRUI estimating in this case?

RRUI is estimating its Rate Case Expense to be $210,000 for the Water

Q.

Q.

Q.

Division and $126,000 for the Wastewater Division. The Company
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proposes that the Rate Case Expense be recovered over a three-year

period

4

10

What level of rate case expense is RUCO recommending

The last updated amount of invoiced Rate Case Expense that RUCO is

aware of was $41,307 through October 2009. That is approximately 12

percent of the total $335,000 estimated by the Company. At this time

RUCO has made an adjustment of 25 percent to the Company's total

estimated Rate Case Expense for both the Water and Wastewater

Divisions. RUCO is reserving its right to make further adjustments to the

Company's estimates in surrebuttal testimony and final schedules. I will

review the final rate case invoices and make a reasonable adjustment as

this case proceeds

What adjustments are necessary to reflect RUCO's reasonable Rate

Case Expense recommendations?

RUCO recommended five-year normalization of Rate Case Expense

decreases the annual recovery by $17,500 for the Water Division and

$10,417 for the Wastewater Division. The adjustments can be seen on

Schedules TJC-12 for both the Water and Wastewater Divisions

Q.
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Operating Income Adj. #6 - Misc. Expense

Please explain the adjustment RUCO makes to Miscellaneous Expense

This adjustment to Miscellaneous Expense affects the Water Division only

it removes unnecessary expenses associated with the provision in the

provisioning of utility services such as public relations and charitable

contributions in the amount of $1,363 for the Water Division. This

adjustment is shown on Schedule TJC-6 and TJC-7. The details are

shown in RUCO's work papers

Operating Income Adj. #7 - Purchased Power Expense

Please discuss RUCO's adjustment to Purchased Power Expense

This adjustment is the result of Staff data request GB 3.8. The data

request inquired about the abnormally low amount of Purchased Power

Expense for the Wastewater Division. The Company's response stated

the following

F i rs t .  there  was about  $52k o f  sewer  power  costs

erroneously coded to water power costs in 2007, and 48k in

2008 (see the attached file). The Company would not

oppose a recommendation by Staff to transfer this cost from

water to sewer, where it belongs
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What adjustment was necessary to properly charge the power costs to the

appropriate division?

RUCO decreased the Water Division's Purchased Power Expense by

$48,005 and increased the Wastewater Division's Purchased Power

Expense by $48,005

Operating Income Adj. #8 - Corporate Allocations

8 Did RUCO make any adjustments to the Company's Corporate Expense

Allocation?

What is RUCO's rationale for making the adjustments to the Corporate

Expense Allocation?

First. RUCO believes that most of the expenses being allocated to the

Arizona Utility Infrastructure regulated affiliates, including RRUI, are

unnecessary and not directly attributable in the provisioning of water and

Second, the unregulated parent Company

Algonquin Power income Fund ("AplF" or "Fund"), allocated the costs

down to Algonquin Power Trust ("APT"), which the Company claims is

another unregulated affiliate. RUCO reviewed the Fund's organizational

chart of all its affiliates and could not ascertain if APT is even an affiliate

wastewater services

Q.

because APT is not on the organizational chart. Third, the Fund allocated

costs down to APT, which are later allocated to RRUI that included Super
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Bowl tickets, hockey tickets, basketball tickets, gold watches etc. and

other licenses, fees, and permits that, should be totally disallowed for

ratemaking purposes. Fourth, RUCO does not agree with the allocation

factors utilized by APlF. Finally, RUCO has concerns with the allocation

and documentation methods between an unregulated parent, the Fund

and regulated affiliates such as RRUI. The NARUC Guidelines for Cost

Allocations and Affiliate Transactions, attached as RUCG Exhibit 6, states

"The prevailing premise of these Guidelines is that allocation

methods should not result in subsidization of non-regulated services or

that,

products by regulated entities..." The Guidelines also suggest that "to the

maximum extent practicable, in consideration of administrative costs

costs should be collected and classified on a direct basis for each asset

service or product provided

15 What is the definition of direct costs and indirect costs?

Direct costs are those costs that can be traced easily and accurately to a

cost object. The more costs that can be traced to the object, the greater

the accuracy of the cost assignments. Establishing traceability is a key

element in building accurate cost assignments. Tracing costs to cost

objects can occur in one of two ways: (1) direct tracing and (2) driver

tracing. Ideally, all costs should be charged to cost objects using direct

tracing. Indirect costs cannot be traced to cost objects. At the very least

direct and indirect cost assignments should be reported separately

Q.
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Have any of APT allocated costs been reported separately as either a

direct cost or indirect cost?

No. All the costs have been pooled into one grouping that I would classify

as all indirect costs and allocated accordingly

Please describe the Company's process of allocating the pooled APT

costs

APT pools costs from twelve distinct areas, such as audit, tax services

unit holder communications, trustee fees, and escrow/transfer fees etc

The total amount of these costs is $3,950,800. Next, the Company arrives

at an allocation factor of 26.98 percent to be allocated to the seventeen

utilities that the Fund owns. The 26.98 percent allocation factor is derived

by dividing the seventeen utility companies by the 63 total companies to

which it claims to own. RUCO does not agree that the Company has just

63 total companies but rather 70 as indicated in its 2008 APlF Annual

Report. Then, APT takes the total cost of $3,950,800 and multiplies it by

the 26.98 percent allocation factor that it claims the seventeen utility

companies are attributable to arrive at $1,066,089, which RUCO also

disagrees. Finally, the $1,066,089 is allocated to each of the seventeen

utility companies based on each utility's customer count. In RRUl's case

the customer count represents approximately 12.92 percent of the total

64.094 customers in the seventeen utility companies. The Company's

ultimately allocates 12.92 percent of the $1,066,089 to RRUI, which is
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$137,706. That amount is allocated to RRUI Water and Wastewater

Divisions based on its rate base to RRUI total combined rate base

If RUCO does not agree with the first allocation factor of 26.98 percent

what does RUCO recommend that allocation factor be?

RUCO has no problem with the Company's method of computing the

allocation factor of 26.98 percent (17 / 63). RUCO disagrees with the

variable of 63 being used. The 2008 Annual Report identifies 70 total

companies to which the Fund owns. A more accurate allocation factor for

the seventeen utility companies would be 24.29 percent (17 / 70)

Does RUCO agree with the Company's total allocated cost of $1 ,066,089

to be shared (based on customer count) among the seventeen utility

companies that the Fund owns?

No. This disagreement with the Company is nearly the entire amount of

RUCO's recommended adjustment

18 Q. What is RUCO's position regarding the allocated APT costs of $1 ,066,089

to be shared (based on customer count) among the seventeen utility

companies that the Fund owns

For all the reasons previously stated by RUCO, only a very small portion

of the $1,066,089 is attributable to RRUI. RUCO cannot directly trace any

of those costs to RRUI. The invoices essentially contain no detail. At the
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very most, only a fraction of the costs would appear to be attributable to a

relatively small sewer company of roughly 2,100 customers such as RRUI

4 What APT expenses does RUCO believe could be attributable to RRUI?

RUCO's analysis and review determined that the audit, tax services, legal

general, and depreciation expenses could possibly benefit the

ratepayers of RRUI to some minor extent

What amount of those expenses does RUCO believe could possibly

benefit RRUI in the provision of utility service?

RUCO recommends the Commission allow no more than 25 percent of the

APT audit, tax services, legal - general, and depreciation expenses and

disallow 100 percent of the other APT expense as being much more

attributable to the Fund's operating activities

Q.

Does RUCO agree with the Company's methodology in allocating RUCO's

recommended level of APT costs to RRUI by customer count?

RUCO is in general agreement to allocate RUCO's recommended level of

APT expenses to RRUI by customer count. However, other methods

could be appropriate too.

Company's 26.98 percent allocation factor to 24.29 percent. It is not so

much the Company's allocation methodology that RUCO takes issue with

RUCO did recommend correcting the
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1

2

but rather the inappropriate and unnecessary nature of the expenses in

the provision of utility service.

3

4

5

6

7

8

9

10

11

Does RUCO believe RRUI would incur the APT type of expenses if it were

a stand-alone utility and not multi-layered with corporate allocations by the

non-regulated parent and affiliates?

RUCO believes that RRUI would incur some of the types of expenses

(e.g., audit, tax services, and legal-general expenses) that APT was

allocating down to its affiliates but certainly not the majority of the type of

expenses being allocated by APT. RUCO will provide further analysis in

surrebuttal testimony comparing stand-alone companies to companies

12 structured as RRUI.

13

14

15

Is RUCO aware that the Company claimed an additional $200,000 to

$300,000 of APT expenses in the Litchfield Park rate case during

16 discovery?

Yes. RUCO will make a further adjustment to the APT expenses in17

18 surrebuttal testimony after the Company files the additional expense.

19

20

21

22

23

Q.

A.

Q.

A.
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1 What adjustments did RUCO make to Outside Services in direct testimony

to remove the majority of the APT related costs?

RUCO's adjustments remove $96,681 and $31 ,637 from Outside Services

for the Water and Wastewater Divisions respectively. These adjustments

are shown on Schedules TJC-14

Operating Income Adj. #9 - Bad Debt Expense

Please explain RUCO's adjustment to Bad Debt Expense

This adjustment normalizes the Bad Debt Expense over three-years to

obtain a more realistic and normal expense level than the amount

recorded in test-year. This was especially true for the Wastewater

Division where the test-year 2008 Bad Debt Expense was greater than

700 percent than that reported in 2006. The test-year Bad Debt Expense

was more than 200 percent higher when compared to 2007. These wide

fluctuations are mitigated by normalizing any extenuating circumstances

leading to the abnormally high test-year expense levels. The Water

Division did not experience the same wide fluctuations from year to year

RUCO did normalize the Water Division Bad debt Expense for the sake of

consistency and fairness

Q.
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What adjustments were necessary to smooth out the wide fluctuations

reported in the Wastewater Division and to normalize the Water Division's

Bad Debt Expense?

RUCO decreased the Wastewater Bad Debt Expense by $30,315 and

increased the Water Division's Bad Debt Expense by $799. These

adjustments are shown on Schedules TJC-15

Operating Income Adj. #10 - Income Tax Expense

Have you calculated the Income Tax Expenses based on RUCO's

recommended adjusted operating incomes?

Yes. These adjustments are shown on Schedules TJC-16 for both the

Water and Wastewater Divisions

14 OTHER ISSUES

15 Low Income Tariff Program

16 what is RUCO's position on the Company's proposed new HUF tariff?

RUCO is in general agreement with most HUF tariffs that are intended to

fund new infrastructure created by growth and assists in equitably

apportioning the cost of off-site facilities. However, RUCO does not

support the Company's proposed HUF tariff as filed

Q.
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Hook Up Fee

2 Why doesn't RUCO support the Company's proposed hook up fee ("HUF")

tariff?

RUCO does not support the Company's HUF tariff because of certain

language contained in the tariff and the Wastewater tariff is inconsistent

with the amount of the HUF in the Company's testimony

8 What language in the HUF tariff is RUCO opposed?

Both the Water and Wastewater Divisions tariff state, "The Company shall

not record amounts collected under this tariff as CIAC until such amounts

have been expended for plant

Please give RUCO's reasoning for which it is in opposition to that

particular language

CIAC is non-investor funded capital. From the day the Company collects

Q.

Q.

the CIAC from the developer or customer, the Company has use of those

funds to expend them as it wishes. CIAC also frees up the investor

supplied capital to be expended on other investments. The CIAC balance

at any given point in time is the amount that has been collected up to that

point in time. Arizona ratemaking does not defer CIAC to be recorded at a

later time in the future
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Hasn't the Commission granted accounting orders that allowed a

Company to not record cIAo until e particular item of plant that the CIAC

is funding is fully constructed, operational, and in gross utility plant in

service?

Yes. The Commission has approved accounting orders that allowed a

company to not record CIAC until a "specific" piece of plant is fully

constructed, operational, and in gross utility plant in service. Normally, the

Commission approves such an accounting order only in extraordinary

circumstances. RRUl's request is far from an extraordinary circumstance

in fact, the Company's request for this special treatment of CIAC is for

quite ordinary purposes

13

14

When did the Commission approve an accounting order that delayed the

recording of collecting CIAC from non-investors?

A case that comes to mind is an Arizona-American Water Company's

("Arizona-American" or "AZ-AM") proceeding that involved construction of

the White Tank Regional Treatment Plant?

19 What was the parties' positions regarding delaying the recording of CIAC

until the plant was fully constructed, operational, and in gross utility plant

in service?

Q.

Q.

Arizona-American requested an accounting order to delay the recording of

CIAC associated only with the White Tank Water Treatment Plant, which
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was estimated to cost approximately $74.8 Million and originally to be

funded predominantly with CIAC. AZ-AM had planned on filing a rate

case several years before the completion of the White Tank Plant that

included the White Tank System. If the CIAC associated with the White

Tank Plant had been recorded when collected, it would distort White

Tanks' rate base because of the magnitude of the CIAC balance related to

the specific plant item in question. The Commission granted approval of

the accounting order, which delayed the recording of the associated CIAC

based pr imari ly on the fact that i t  was indeed an extraordinary

circumstance. RUCO was in support of the Company's request in that

extraordinary instance

13

14

16

Then, is it RUCO's position that without some extraordinary circumstance

which does not exist in RRUI's situation, the Commission should reject the

Company's request to not record CIAC on its books until the CIAC has

been expended for some generic plant?

If RRUI were to strike that sentence from its proposed HUF tariff, would

RUCO be in support of the Company's HUF to be treated as CIAC?

Yes. with one clarification. The Company's proposed HUF tariffs for both

the Water and Wastewater Divisions show the HUF to be $1 ,800 for a 5/8

inch meter. However, Mr. Sorensen's testimony indicates the Wastewater

Q.
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HUF to be $2,000 on page 10, line 23 of his testimony. RUCO would like

the Company to clarify if it is $1 ,800 or $2,000

Other Tariff Changes

5 What changes to new service l ine installations charges has RRUI

proposed?

The Company proposed a change in the cost of new service lines. RRUI

has proposed that all service line installation charges be at "cost" rather

than the current stated tariff rates

10

What is RUCO's position regarding that all service line installation charges

be at "cost" rather than current stated tariff rates

RUCO prefers that the current rates in the tariff be maintained. RUCO will

defer this issue to Commission Staff engineers

Late Payment Finance Charge

17 Has the Company proposed a 1.5 percent late payment charge to be

included in its tariff?

Is RUCO in support of the Company's proposed 1.5 percent late payment

charge?

Yes. This is a common charge found in many utility bills

Q.

Q.
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1 Does this conclude your testimony

Yes. it does

Q.
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APPENDIX 1

Qualifications of Timothy J. Coley

WORK HISTORY

July 2000 -. Present: RESIDENTIAL UTILITY CONSUMER OFFICE, Phoenix, Arzona
Public Utilities Analyst v. The Residential Utility Consumer Office (RUCO) is a
consumer advocate group providing residential consumers a voice in utility regulation and
backed by a professional staff with legal and financial expertise. Responsibilities include
audited, reviewed and analyzed public utility companies various filings, prepared written
testimony, schedules, financial statements, and spreadsheet models and analyses
Testified and stand cross-examination before the Arizona Corporation Commission

January 2000 - April 2000: JACKSON HEWITT TAX SERVICE, Phoenix, Arizona
Tax Preparer. Interviewed clients, determined tax situation, and explained how the tax
laws benefited them in their specific situation. Ensured that each customer received
every deduction that they were entitled. Prepared individual and business income tax
returns, which best utilized each specific situation that minimized their tax obligations

May 1998 - November 1999: BENEFITS CONSULTING, Cypress, Texas
Consultant Assistant. The consulting firm specialized in alleged medical claim charges
brought against the government of Harris County in Houston, Texas. Assisted in the
review, examination, and analysis of the attested charges. Determined if the purported
medical claim charges were prudent, customary, and reasonable for the alleged
sustained injuries. The firm analyzed cases for both the County's Risk Department and
Attorneys Office

January 1992 .. April 19982 PHOENIX SERVICES, Villa Rica, Georgia
Owner. Provided landscaping services primarily in a high growth gated community where
the Property Owners' Association approved mandated ordinances to be strictly adhered
and abided by, Coordinated and supervised all aspects of projects from inception to
completion, from master planning to site design to installation

May 1989 - October 1991 : GEORGIA PUBLIC SERVICE COMMISSION, Atlanta, GA
Senior Auditor. The Public Service Commission (PSC) was responsible for regulating
many intrastate telecommunications, electric, and gas utility industries operating in
Georgia. It was the PSC's job to ensure that consumers received adequate and reliable
service at reasonable rates. it must also assure the utility companies and investors an
opportunity to earn a fair rate of return on prudent investments. The Commission
participated significantly in Georgia's economic health and growth. l was promoted to the
PSC's Electric/Gas Division where I examined, verified, and analyzed various financial
documents, accounting records, reports, ledgers, and statements. In addition, I was
assigned to automate the PSC's Electric Division where I utilized a computer application
process that l had developed earlier while with the (PSC) Telecommunication Division. l
was later ascribed to work in conjunction with the Engineering Department and
established a procedure to track and compare costs of operation and maintenance
(O8=M) expenses of nuclear electric generating plants. This effort determined a
comparative price per kilowatt-hour produced that influenced the awareness for the
company to control the O&M costs, which benefited the consumer through lower prices

Developed computer application system that streamlined audit procedures by 30 - 40%
Various other schedules were implemented to track, maintain, and control costs
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GEORGIA PUBLIC SERVICE COMMISSION (continued)

November 1986 - April 1989: Georgia Public Service Commission, Atlanta, Georgia
Auditor. Regulated telecommunications and also oversaw the deregulation process that
was currently under way in that industry. Examined and analyzed accounting records to
determine financial status of companies and prepared financial reports concerning audit
findings. Reviewed data including payroll, time sheets, purchase vouchers, cash receipt
ledgers, financial reports, and disbursements. Verified statewide telephone company
transaction classifications and documentation

Developed computer application utilizing Lotus to completely automate and
streamline the entire telecommunication audit process. The results saved 25% in field
audit time and produced a product of professional appearance
Created, coordinated, and implemented "Operational Project Training" automated
procedure-training program, Trained and supervised staff of five auditors
Computerized "Desk Audit Analysis" program that identified 11 independent
telephone companies in the state of overearning and resulted in $4.1M annual
savings to the Georgia ratepayers affected

October 1985 - October 1986: Georgia Public Service Commission, Atlanta, Georgia
Junior Auditor. Assisted in planning and performing telecommunication audit
engagements. Examined financial records, internal management control
correspondence, bills, and records of services delivered in order to verify or recommend
compliance with company specifications contained in contracts, agreements, regulations
and/or laws

As a special project, I was assigned to analyze the results of a survey designed to
evaluate "Interest in Organizing a Multi-State Nuclear Management Review Group
by the Director of Utilities. Wrote the draft and findings for the speech that was
presented to all participatory commissions

PRCFESSIONAL MEMBERSHIPS
Elected Member of the National Honor Society for Public Affairs and Administration
Active Member of Delta Sigma Pi - Professional Business Fraternity

SPECIAL TRAINING AND CERTIFICATES
The Graduate School of Business Administration - Michigan State University
completed the Annual Regulatory Studies Program of the National Association of
Regulatory Utility Commissioners
Completed Graduate Exit Paper on "Deregulation of the Electric Industry
Attended Eastern Utility Rate School in 2000 and 2005

EDUCATION
Currently eNrolled at Arizona State University - West in the Post Baccalaureate
Graduate Certificate Programin Accountancy with two courses remaining
Master of Public Administration, State University of West Georgia, 1997, GPA 3.5
BS Business Management & Administration, Minor in Economics, SolTel School of
Business, Troy State University, 1985
AA Business Administration, Miles Community College, 1981



RESUME OF PUBLIC UTILITY RATE CASES & AUDITS PARTICIPATION

Residential Utility Consumer Office For Years 2000 To Present

Arizona-American Water Company - Docket No. WS-01303A-05~0405

Arizona Public Service Co. Docket No. E-01345A-03-0437

Tucson Electric Power Company - Docket No. E-01933A-04-0408

UniSouree Merger - Docket No. E-04230A-03-0933

Arizona-American Water Company - Docket No. WS-01303A-02-0867

Arizona Water Company (Eastern Group) - Docket No. W01445A-02-0619

Litchfield Park Service Company - Docket Nos. W-01427A-01-0487 &
SW-01428A-01 -0487

Arizona Water Company (Northern Group) - Docket No. W-01445A-00-0962

Rio Verde Utilities. Inc. ._ Docket Nos. W-02156A-00-0321 &
SW-02156A-00-0323

Arizona-American Water Company (Paradise Valley)
Docket Nos. W-01303A-05-0405 &

W-01303A-05-0910

Arizona-American Water Company (Mohave District)
Docket No. WS-01303A-06-0014

Arizona-American Water Company (Sun City & Sun Cit West Wastewater)
Docket No. WS-01303A-06-0491

Arizona-American Water Company - Docket No. W-01303A-07-0209

Chaparral City Water Company - Docket No. W-02113A-07-0551

Arizona-American Water Company - Docket No. W-01303A-08-0227

Arizona Water Company Docket No. W-01445A-08-0440



Georgia Public Service Commission For Years 1985 - 1991

Atlanta Gas Light Company

Georgia Power Company

Atlanta Gas Light Company (Management Audit)

Georgia Power Company

Trenton Telephone Company

Fairmont Telephone Company

Elli jay Telephone Company

GTE. Inc

ALL-TEL Telephone Company

Citizens Utilities Co

Ball Ground Telephone Company

Lanett Telephone Company

Brantley Telephone Company

Blue Ridge Telephone Company

Waverly Hall Telephone Company

St. Marys Telephone Company

Darien Telephone Company

Statesboro Telephone Company

Statesboro Telephone Co-op

Wilkes Telephone Company
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Consolidated Balance Sheets
Algonquin Power Income Fund - Audited Financial Statements

December 31. 2008 and 2007
(thousands of Canadian dollars)

ASSETS
Current assets

5,902
28.138

$ 10.361
26.597Accounts receivable

Prepaid expenses
Current portion of notes receivable (note 5)
Current portion of derivative assets

37.357 48.288

30.047Long-term investments and notes receivable (note 5)

Future non-current income tax asset

Property, plant and equipment (note 6)

Intangible assets (note 7)

Restricted cash

Deferred costs

Other assets (note 4)

Derivative assets

804.965

97.398

760.677

99.529

978.130 954.067

LIABILITIES AND UNITHOLDERS' EQUITY

Current liabilities

Accounts payable and accrued liabilities
Distributions payable
Current portion of long-term liabilities (notes 10 and 12)
Current portion of derivative liabilities (note 8)
Current income tax liability (note 14)
Future income tax liability

34.074 27.007
11 .649

41 .996

281 .725

139.587

23.771

80.785

Long-term liabilities (notes 9 and 10)

Convertible debentures (note 11)

Other long-term liabilities (note 12)

Future non-current income tax liability (note 14)

Derivative liabilities (note 8)

Non controlling interest

Unitholders' equity

Trust units (note 13)
Deficit
Accumulated other comprehensive income

50.067

293.590

140.427

28.859

85.654

25.116

12.548 21.700

722.215
(358,904)

(21 ,442)
341 .869

692.213
(283,820)
(43,890)
364.503

Commitments and contingencies (note 18)
978.130 954.067

See accompanying notes to consolidated financial statements

Approved by the Trustees

Ken Moore George Steeves
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Algonquin Power Income Fund - Notes to the Consolidated Financial Statements

Significant accounting policies: (continued)

(k) Foreign currency translation: (continued)

The ongoing review of the economic factors to be considered in determining whether foreign
operations are integrated or self-sustaining has resulted in the determination that the Fund's
operating entities in the Utility Services Division have changed to self-sustaining. This
change was made as a result of the Utility Services Division entities' increasing proportion of
operating, financing and investing transactions that are denominated in currencies other than
the Canadian dollar. This change in method was effective at October 1, 2007 and was
applied prospectively. These self-sustaining operations are translated into Canadian dollars
using the can° ent rate method, whereby assets and liabilities are translated at the rate
prevailing at the balance sheet date while revenues and expenses are converted using
average rates for the period. Unrealized gains or losses arising as a result of the translation
of the operations of self-sustaining operations are reported as a component of Other
Comprehensive Income in the Consolidated Statement of Comprehensive income

The Fund's remaining United States subsidiaries and partnership interests continue to be
considered as functionally integrated with the Canadian operations and accounted for as
integrated foreign operations

Asset retirement obligations

The fair value of estimated asset retirement obligations is recognized in the consolidated
balance sheet when identified and a reasonable estimate of fair value can be made. The
asset retirement cost, equal to the estimated fair value of the asset retirement obligation, is
capitalized as part of the cost of the related long-lived asset. The asset retirement costs are
depreciated over the asset's estimated useful life and are included in amortization expense
on the Consolidated Statements of Operations. Increases in the asset retirement obligation
resulting from the passage of time are recorded as accretion of asset retirement obligation in
the Consolidated Statements of Operations. Actual expenditures inculTed are charged
against the accumulated obligation. Based on the Fund's assessments the Company does
not have any significant asset retirement obligations and therefore no provision for retirement
obligations has been recorded in 2008 and 2007

(m) Income taxes

Income taxes are accounted for using the asset and liability method. Future tax assets and
liabilities are recognized for the future tax consequences attributable to differences between
the financial statement can'ying amounts of existing assets and liabilities and their respective
tax bases. Future tax assets and liabilities are measured using enacted or substantively
enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect on future tax assets and
liabilities of a change in tax rates is recognized in earnings in the year that includes the date
of enactment or substantive enactment

A valuation allowance is recorded against future tax assets to the extent that it is considered
more likely than not that the future tax asset will not be realized



Algonquin Power Income Fund - Notes to the Consolidated Financial Statements

Income taxes (continued)

The tax effect of temporary differences between the financial statement carrying amounts of assets
and liabilities and their respective tax basis that give rise to significant portions of the future tax
assets and future tax liabilities at December 31, 2008 and 2007 are presented below

$ 25,355
11.674

$ 19,561
30.003

Future tax assets
Non-capital loss, debt restructuring charges and currently
non-deductible interest carry forwards
Unrealized foreign exchange differences on US entity debt
Customer advances in aid of construction
Foreign exchange hedges and interest rate swaps
Total future tax assets
Less: Valuation allowance
Total future tax assets

47.737
(24,705)
23.032

53.978
(42,996)
10.982

Future tax liabilities
Property, plant and equipment
intangible assets
Other
Total future tax liabilities

(95,007)
(9,861)
(2,115)

(106,983)

(81 ,567)
(8,174>

(366)
(90,107)

Net future tax liability

Classified in the financial statements as

$ (83,951) $ (79,125)

$ $ 2,4t6
(756)

(80,785)

Future non-current income tax asset
Future current income tax liability
Future non-current income tax liability

(1,191)
(85,654)

$ (83,951) $ (79,125)

Current income tax recoverable of $1 ,538 (2007 - $niI) is included as part of accounts receivable on
financial statements

On June 22, 2007 legislation ("the SIFT Rules") relating to the federal income taxation of publicly
traded trusts and partnerships received royal assent. Under transitional relief the SIFT Rules will not
apply to a publicly-traded trust or partnership that is a "specified investment flow through entity' (a
SlFT') which was listed before November 1, 2006 ("Existing Trust") until taxation years ending in or

after 2011. The SIFT Rules do not affect the current and future tax amounts of the Fund's corporate
subsidiaries

Under the SIFT Rules, distributions of certain income by a sIFt will not be deductible in computing
the SlFT's taxable income, and the SIFT will be subject to tax on such income at a rate that is
substantially equivalent to the general tax rate applicable to Canadian corporations. A SIFT's income
that is dividends or income received directly from foreign sources will continue to be taxed to
unitholders under the existing rules and distributions paid by a SIFT as returns of capital will not be
subject to this tax. An Existing Trust may lose its transitional relief where its equity capital grows
beyond certain dollar limits measured by reference to the Existing Trust's market capitalization at the
close of trading on October 31, 2006 in which case application of this tax to an Existing Trust may
commence before 2011







Acct.
No.

ASSETS

BALANCE AT
BEGINNING OF

YEAR

BALANCE AT
END OF
YEAR

CURRENT AND ACCRUED ASSETS
131 Cash $ 75,786 $ 78,710
134 Working Funds
135 » Cash InvestmentsTempo
141 Customer Accounts Receivable (19,893) 292,048

146 Notes/Receivables ii'om Associated Companies

151 Plant Material and Supplies
162 Preps ants 16,846 9,603
174 Miscellaneous Current and Accrued Assets 1,715,216 1,929,391

TOTAL CURRENT AND ACCRUED ASSETS
s 1,787,955 $ 2,309,751

FIXED ASSETS
101 Utility Plant in Service $ 30,312,040 $ 32,844,626

103 Prove Held for Future Use
105 Construction Work in Progress 1,368,681 813,309

108 Accumulated Depreciation - Utility Plant 10,312,729 10,986,265
121 Non-Utility Property
122 Accumulated Depreciation - Non Utility

TOTAL FIXED ASSETS $ 21,367,992 s 22,671,670

TOTAL ASSETS s 23,155,947 s 24,981,422

BALANCE SHEET

NOTE: The Assets on this page should be equal to Total Liabilities and Capital on the following page

Page 6



Acct.
No.

LIABILITIES

BALANCE AT
BEGINNING

OF YEAR

BALANCE AT
END OF
YEAR

CURRENT LIABILITES
231 Accounts Payable s 19,634 $ 16,001
232 Notes Payable (Current Portion) I

234 Notes/Accounts Payable to Associated Companies (160,429) 543,237

235 Customer Deposits 110,138 103,380
236 Accrued Taxes 61,275 74,300
237 Accrued Interest 2,705 2,605
241 Miscellaneous Current and Accrued Liabilities 1,310,800 1,603,737

TOTAL CURRENT LIABILITIES $ 1,344,124 s 2,343,261

LONG-TERM DEBT (Over 12 Months)
224 Long-Tenn Notes and Bonds

DEFERRED CREDITS
251 Unamortized Premium on Debt

I

252 Advances in Aid of Construction 208,128 275,455
255 Accumulated Deferred Investment Tax Credits
271 Contributions in Aid of Construction 20,324,408 20,262,569
272 Less: Amortization of Contributions 6,136,557 6,676,552
281

I

Accumulated Deferred Income Tax (104,031) 72,985

TOTAL DEFERRED CREDITS $ 14,291,947 $ 13,934,457
II

TOTAL LIABILITIES $ 15,636,072 $ 16,277,717

CAPITAL ACCOUNTS
201 CommonStock Issued 1$ 1$

7,130,561 7,130,561211 Paid in Capital in Excess of Par Value
215 Retained Earnings 389,313 1,573,143
218 Proprietary Capital Sole Props and Partnerships)

I

TOTAL CAPITAL $ 7,519,875 18 8,703,705

TOTAL LIABILITIES AND CAPITAL S 23,155,947 $ 24,981,422

ICOMPANY NAME
Rio Rico Utilities, Inc (Water)

BALANCE SHEET (CONTINUED)

Page 7





RIO RICO UTILITIES. INC
DOCKET no. WS-02676A-09-0257

RESPONSE TO RUCO'S THIRD SET OF DATA REQUESTS

November 16. 2009

Response provided by Rio Rico Utilities. Inc

Address 12725 W Indian School Rd SLulte D-101
Avondale. AZ 85392

Company Response Number: 3.03

Accumulated Deferred Income Tax (ADIT) - Admit that the Commission did not
authorize any ADIT in the last Decision No. 67279. If denied, please explain why

RESPONSE: Deny. The decision speaks for itself.

Q.

22544061/80191006



Rio Rico Utilities, Inc. /Water
Test Year Ended December 31, 2002

Summary of Rate Base

Exhibit
Schedule B-1
Page 1
Witness: Kozo ran

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 25,375,732
8.160.455

Net Utility Plant in Service $ 17,215,277

Less
Advances In Aid of
Construction

Contributions In Nd of
Construction - Net of amortization

Customer Meter Deposits

14.955.477
80.898

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15

Plus
Allowance for Working Capital 119.316

17

18
19
20
21
22

Total Rate Base $ 2,209,283

SUPPORTING SCHEDULES
(a) B-2
(b) B-3
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those circumstances, the procedures to allocate the remaining amount to items other than
continuing operations are as follows

a.

b.
c.

d.

Determine the effect on income tax expense or benefit for the year of the total net loss for all
net loss items
Apportion the tax benefit determined in (a) ratably to each net loss item
Determine the amount that remains, that is, the difference between (1) the amount to be
allocated to all items other than continuing operations and (2) the amount allocated to all net
loss items
Apportion the tax expense determined in (c) ratably to each net gain item

Refer to paragraphs 273 -276 for additional guidance

Certain Quasi Reorganizations

39. The tax benefits of deductible temporary differences and carryforwards as of the date of a
quasi reorganization as defined and contemplated in ARB No. 43, Chapter 7, "Capital
Accounts," ordinarily are reported as a direct addition to contributed capital if the tax benefits
are recognized in subsequent years. The only exception is for enterprises that have previously
both adopted Statement 96 and effected a quasi reorganization that involves only the elimination
of a deficit in retained earnings by a concurrent reduction in contributed capital prior to adopting
this Statement. For those enterprises, subsequent recognition of the tax benefit of prior
deductible temporary differences and carryforwards is included in income and reported as
required by paragraph 37 (without regard to the referenced exceptions) and then reclassified
Hom retained earnings to contributed capital. Those enterprises should disclose (a) the date of
the quasi reorganization, (b) the manner of reporting the tax benefits and that it differs from
present accounting requirements for other enterprises and (c) the effect of those tax benefits on
income from continuing operations, income before extraordinary items, and on net income (and
on related per share amounts)

Separate Financial Statements of a Subsidiary

40. The consolidated amount of current and deferred tax expense for a group that files a
consolidated tax return shall be allocated among the members of the group when those members
issue separate financial statements. This Statement does not require a single allocation method
The method adopted, however, shall be systematic, rational, and consistent with the broad
principles established by this Statement. A method that allocates current and deferred taxes to
members of the group by applying this Statement to each member as if it were a separate

taxpayer 10 meets those criteria. Examples of methods that are not consistent with the broad
principles established by this Statement include

a. A method that allocates only current taxes payable to a member of the group that has taxable
temporary differences

Copyright © 1992, Financial Accounting Standards Board Not for redistribution
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b. A method that allocates deferred taxes to a member of the group using a method
fundamentally different from the asset and liability method described in this Statement (for
example, the Opinion ll deferred method)
A method that allocates no current or deferred tax expense to a member of the group that has
taxable income because the consolidated group has no current or deferred tax expense

Certain disclosures are also required (paragraph 49)

Financial Statement Presentation

41. In a classified statement of financial position, an enterprise shall separate deferred tax
liabilities and assets into a current amount and a noncurrent amount. Deferred tax liabilities and
assets shall be classified as current or noncLu'rent based on the classification of the related asset
or liability for financial reporting. A deferred tax liability or asset that is not related to an asset
or liability for financial reporting (paragraph 15), including deferred tax assets related to
carryforwards, shall be classified according to the expected reversal date of the temporary
difference pursuant to FASB Statement No. 37, Balance Sheet Classy cation ofDeferrea' Income
Taxes. The valuation allowance for a particular tax jurisdiction shall be allocated between
current and noncurrent deferred tax assets for that tax jurisdiction on a pro rata basis

42. For a particular tax-paying component of an enterprise and within a particular tax
jurisdiction, (a) all current deferred tax liabilities and assets shall be offset and presented as a
single amount and (b) all noncurrent deferred tax liabilities and assets shall be offset and
presented as a single amount. However, an enterprise shall not offset deferred tax liabilities and
assets attributable to different tax-paying components of the enterprise or to different tax
jurisdictions

Financial Statement Disclosure

43. The components of the net deferred tax liability or asset recognized in an enterprise's
statement of financial position shall be disclosed as follows

a.
b.
c.

The total of all deferred tax liabilities measured in procedure (b) of paragraph 17
The total of all deferred tax assets measured in procedures (c) and (d) of paragraph 17
The total valuation allowance recognized for deferred tax assets determined in procedure (e)
of paragraph 17

The net change during the year in the total valuation allowance also shall be disclosed. A public
enterprise shall disclose the approximate tax effect of each type of temporary difference and
canyforward that gives rise to a significant portion of deferred tax liabilities and deferred tax
assets (before allocation of valuation allowances). A nonpublic enterprise shall disclose the
types of significant temporary differences and carryforwards but may omit disclosure of the tax
effects of each type. A public enterprise that is not subject to income taxes because its income is

c.

Copyright © 1992, Financial Accounting Standards Board Not for redistribution
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taxed directly to its owners shall disclose that fact and the net difference between the tax bases
and the reported amounts of the enterprise's assets and liabilities

44. The following information shall be disclosed whenever a deferred tax liability is not
recognized because of the exceptions to comprehensive recognition of deferred taxes for any of
the areas addressed by Opinion 23 (as amended by this Statement) or for deposits in statutory
reserve funds by U.S. steamship enterprises

a.

b.
c.

d.

A description of the types of temporary differences for which a deferred tax liability has not
been recognized and the types of events that would cause those temporary differences to
become taxable
The cumulative amount of each type of temporary difference
The amount of the unrecognized deferred tax liability for temporary differences related to
investments in foreign subsidiaries and foreign corporate joint ventures that are essentially
pennanent in duration if determination of that liability is practicable or a statement that
determination is not practicable
The amount of the deferred tax liability for temporary differences other than those in (c)
above (that is, undistributed domestic earnings, the bad-debt reserve for tax purposes of a
U.S. savings and loan association or other qualified thrift lender, the policyholders' surplus
of a life insurance enterprise, and the statutory reserve funds of a U.S. steamship enterprise)
that is not recognized in accordance with the provisions of paragraphs 31 and 32

45. The significant components of income tax expense attributable to continuing operations
for each year presented shall be disclosed in the financial statements or notes thereto. Those
components would include, for example

a.
b.
c.
d.
e.
f_

h.

Current tax expense or benefit
Deferred tax expense or benefit (exclusive of the effects of other components listed below)
Investment tax credits
Government grants (to the extent recognized as a reduction of income tax expense)
The benefits of operating loss carryforwards
Tax expense that results from allocating certain tax benefits either directly to contributed
capital or to reduce goodwill or other noncurrent intangible assets of an acquired entity
Adjustments of a deferred tax liability or asset for enacted changes in tax laws or rates or a
change in the tax steMs of the enterprise
Adjustments of the beginning-of-the-year balance of a valuation allowance because of a
change in circumstances that causes a change in judgment about the realizability of the
related deferred tax asset in future years

46. The amount of income tax expense or benefit allocated to continuing operations and the
amounts separately allocated to other items (in accordancewith the provisions of paragraphs
35-39) shall be disclosed for each year for which those items are presented

g.
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47. A public enterprise shall disclose a reconciliation using percentages or dollar amounts of
(a) the reported amount of income tax expense attributable to continuing operations for the year
to (b) the amount of income tax expense that would result from applying domestic federal
statutory tax rates to pretax income from continuing operations. The "statutory" tax rates shall
be the regular tax rates if there are alternative tax systems. The estimated amount and the nature
of each significant reconciling item shall be disclosed. A nonpublic enterprise shall disclose the
nature of significant reconciling items but may omit a numerical reconciliation. If not otherwise
evident from the disclosures required by this paragraph and paragraphs 43-46, all enterprises
shall disclose the nature and effect of any other significant matters affecting comparability of
information for all periods presented

48. An enterprise shall disclose (a) the amounts and expiration dates of operating loss and tax
credit carryforwards for tax purposes and (b) any portion of the valuation allowance for deferred
tax assets for which subsequently recognized tax benefits will be allocated to reduce goodwill or
other noncurrent intangible assets of an acquired entity or directly to contributed capital
(paragraphs 30 and 36)

49. An entity that is a member of a group that tiles a consolidated tax return shall disclose in
its separately issued financial statements

a. The aggregate amount of current and deferred tax expense for each statement of earnings
presented and the amount of any tax-related balances due to or from affiliates as of the date
of each statement of financial position presented
The principal provisions of the method by which the consolidated amount of current and
deferred tax expense is allocated to members of the group and the nature and effect of any
changes in that method (and in determining related balances to or from affiliates) during the
years for which the disclosures in (a) above are presented

Effective Date and Transition

50. This Statement shall be effective for fiscal years beginning after December 15, 1992
Earlier application is encouraged. Financial statements for any number of consecutive fiscal
years before the effective date may be restated to conform to the provisions of this Statement
Initial application of this Statement shall be as of the beginning of an enterprise's fiscal year (that
is, if the Statement is adopted prior to the effective date and during an interim period other than
the first interim period, all prior interim periods of that fiscal year shall be restated). Application
of the requirements for recognition of a deferred tax liability or asset for a restated interim or
annual period shall be based on the facts and circumstances as they existed at that prior date and
without the benefit of hindsight

51. The effect of initially applying this Statement shall be reported as the effect of a change in
accounting principle in a manner similar to the cumulative effect of a change in accounting
principle (APB Opinion No. 20, Accounting Changes, paragraph 20) except for initially

b.
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Guidelines for Cost Allocations and Affiliate Transactions

The following Guidelines for Cost Allocations and Affiliate Transactions (Guidelines) are intended
to provide guidance to jurisdictional regulatory authorities and regulated utilities and their affiliates
in the development of procedures and recording of transactions for services and products
between a regulated entity and affiliates. The prevailing premise of these Guidelines is that
allocation methods should not result in subsidization of non-regulated services or products by
regulated entities unless authorized by the jurisdictional regulatory authority. These Guidelines
are go intended to be rules or regulations prescribing how cost allocations and affiliate
transactions are to be handled. They are intended to provide a framework for regulated entities
and regulatory authorities in the development of their own policies and procedures for cost
allocations and affiliated transactions. Variation in regulatory environment may justify different
cost allocation methods than those embodied in the Guidelines

The Guidelines acknowledge and reference the use of several different practices and
methods. It is intended that there be latitude in the application of these guidelines, subject to
regulatory oversight. The implementation and compliance with these cost allocations and affiliate
transaction guidelines, by regulated utilities under the authority of jurisdictional regulatory
commissions, is subject to Federal and state law. Each state or Federal regulatory commission
may have unique situations and circumstances that govern affiliate transactions, cost allocations
and/or service or product pricing standards. For example, The Public Utility Holding Company Act
of 1935 requires registered holding company systems to price "at cost" the sale of goods and
services and the undertaking of construction contracts between affiliate companies

The Guidelines were developed by the NARUC Staff Subcommittee on Accounts in
compliance with the Resolution passed on March 3, 1998 entitled "Resolution Regarding Cost
Allocation for the Energy industry" which directed the Staff Subcommittee on Accounts together
with the Staff Subcommittees on Strategic Issues and Gas to prepare for NARUC's consideration
Guidelines for Energy Cost Allocations." in addition, input was requested from other industry

parties. Various levels of input were obtained in the development of the Guidelines from the
Edison Electric Institute, American Gas Association, Securities and Exchange Commission, the
Federal Energy Regulatory Commission, Rural Utilities Service and the National Rural Electric
Cooperatives Association as well as staff of various state public utility commissions

In some instances, non-structural safeguards as contained in these guidelines may not be
sufficient to prevent market power problems in strategic markets such as the generation market
Problems arise when a firm has the ability to raise prices above market for a sustained period
and/or impede output of a product or service. Such concerns have led some states to develop
codes of conduct to govern relationships between the regulated utility and its non-regulated
affiliates. Consideration should be given to any "unique" advantages an incumbent utility would
have over competitors in an emerging market such as the retail energy market. A code of conduct
should be used in conjunction with guidelines on cost allocations and affiliate transactions

A. DEFINITIONS

1. Affiliates - companies that are related to each other due to common ownership or control

2. Attestation Enoaqement one in which a certified public accountant who is in the practice of
public accounting is contracted to issue a written communication that expresses a conclusion
about the reliability of a written assertion that is the responsibility of another party



3. Cost Allocation Manual (CAM) - an indexed compilation and documentation of a company's
cost allocation policies and related procedures

4. Cost Allocations - the methods or ratios used to apportion costs. A cost allocator can be based
on the origin of costs, as in the case of cost drivers, cost-causative linkage of an indirect nature
or one or more overall factors (also known as general allocators)

5. Common Costs - costs associated with services or products that are of joint benefit between
regulated and non-regulated business units

6. Cost Driver - a measurable event or quantity which influences the level of costs incurred and
which can be directly traced to the origin of the costs themselves

7. Direct Costs - costs which can be specifically identified with a particular service or product

8. Fullv Allocated costs - the sum of the direct costs plus an appropriate share of indirect costs

9. Incremental oricino - pricing services or products on a basis of only the additional costs added
by their operations while one or more pre-existing services or products support the fixed costs

10. Indirect Costs - costs that cannot be identified with a particular service or product. This
includes but not limited to overhead costs, administrative and general, and taxes

11. Non-reuulated - that which is not subject to regulation by regulatory authorities

12. Prevaillnq Market Priciriq - a generally accepted market value that can be substantiated by
clearly comparable transactions, auction or appraisal

13. Reouiated - that which is subject to regulation by regulatory authorities

14. Subsidization - the recovery of costs from one class of customers or business unit that are
attributable to another

B. COST ALLOCATION PRINCIPLES

The following allocation principles should be used whenever products or services are
provided between a regulated utility and its non-regulated affiliate or division

1. To the maximum extent practicable, in consideration of administrative costs, costs should be
collected and classified on a direct basis for each asset, service or product provided

2. The general method for charging indirect costs should be on a fully allocated cost basis. Under
appropriate circumstances, regulatory authorities may consider incremental cost, prevailing
market pricing or other methods for allocating costs and pricing transactions among affiliates

3. To the extent possible, all direct and allocated costs between regulated and non-regulated
services and products should be traceable on the books of the applicable regulated utility to the
applicable Uniform System of Accounts. Documentation should be made available to the
appropriate regulatory authority upon request regarding transactions between the regulated utility
and its affiliates

4. The allocation methods should apply to the regulated entity's affiliates in order to prevent



subsidization from, and ensure equitable cost sharing among the regulated entity and its affiliates
and vice versa

5. All costs should be classified to services or products which, by their very nature, are either
regulated, non-regulated, or common to both

6. The primary cost driver of common costs, or a relevant proxy in the absence of a primary cost
driver. should be identified and used to allocate the cost between regulated and non-regulated
services or products

7. The indirect costs of each business unit, including the allocated costs of shared services
should be spread to the services or products to which they relate using relevant cost allocators

c. COST ALLOCATION MANUAL (NOT TARIFFED)

Each entity that provides both regulated and non-regulated services or products should
maintain a cost allocation manual (CAM) or its equivalent and notify the jurisdictional regulatory
authorities of the CAM's existence. The determination of what, if any, information should be held
confidential should be based on the statutes and rules of the regulatory agency that requires the
information. Any entity required to provide notification of a CAM(s) should make arrangements as
necessary and appropriate to ensure competitively sensitive information derived therefrom be
kept confidential by the regulator. At a minimum, the CAM should contain the following

1. An organization chart of the holding company, depicting all affiliates, and regulated entities

2. A description of all assets, services and products provided to and from the regulated entity and
each of its affiliates

3. A description of all assets, services and products provided by the regulated entity to non
affiliates

4. A description of the cost allocators and methods used by the regulated entity and the cost
allocators and methods used by its affiliates related to the regulated services and products
provided to the regulated entity

D. AFFILIATE TRANSACTIONS (NOT TARIFFED)

The affiliate transactions pricing guidelines are based on two assumptions. First, affiliate
transactions raise the concern of self-dealing where market forces do not necessarily drive prices
Second, utilities have a natural business incentive to shift costs from non-regulated competitive
operations to regulated monopoly operations since recovery is more certain with captive
ratepayers. Too much flexibility will lead to subsidization. However, if the affiliate transaction
pricing guidelines are too rigid, economic transactions may be discouraged

The objective of the affiliate transactions' guidelines is to lessen the possibility of
subsidization in order to protect monopoly ratepayers and to help establish and preserve
competition in the electric generation and the electric and gas supply markets. It provides ample
flexibility to accommodate exceptions where the outcome is in the best interest of the utility, its
ratepayers and competition. As with any transactions, the burden of proof for any exception from



the general rule rests with the proponent of the exception

1. Generally, the price for services, products and the use of assets provided by a regulated entity
to its non-regulated affiliates should be at the higher of fully allocated costs or prevailing market
prices. Under appropriate circumstances, prices could be based on incremental cost, or other
pricing mechanisms as determined by the regulator

2. Generally, the price for services, products and the use of assets provided by a non-regulated
affiliate to a regulated affiliate should be at the lower of fully allocated cost or prevailing market
prices. Under appropriate circumstances, prices could be based on incremental cost, or other
pricing mechanisms as determined by the regulator

3. Generally, transfer of a capital asset from the utility to its non-regulated affiliate should be et
the greater of prevailing market price or net book value, except as otherwise required by law or
regulation. Generally, transfer of assets from an affiliate to the utility should be at the lower of
prevailing market price or net book value, except as otherwise required by law or regulation. To
determine prevailing market value, an appraisal should be required at certain value thresholds as
determined by regulators

4. Entities should maintain all information underlying affiliate transactions with the affiliated utility
for a minimum of three years, or as required by law or regulation

E. AUDIT REQUIREMENTS

1. An audit trail should exist with respect to all transactions between the regulated entity and its
affiliates that relate to regulated services and products. The regulator should have complete
access to all affiliate records necessary to ensure that cost allocations and affiliate transactions
are conducted in accordance with the guidelines. Regulators should have complete access to
affiliate records, consistent with state statutes, to ensure that the regulator has access to all
relevant information necessary to evaluate whether subsidization exists. The auditors, not the
audited utilities, should determine what information is relevant for a particular audit objective
Limitations on access would compromise the audit process and impair audit independence

2. Each regulated entity's cost allocation documentation should be made available to the
company's internal auditors for periodic review of the allocation policy and process and to any
jurisdictional regulatory authority when appropriate and upon request

3. Any jurisdictional regulatory authority may request an independent attestation engagement of
the CAM. The cost of any independent attestation engagement associated with the CAM, should
be shared between regulated and non-regulated operations consistent with the allocation of
similar common costs

4. Any audit of the CAM should not otherwise limit or restrict the authority of state regulatory
authorities to have access to the books and records of and audit the operations of jurisdictional
utilities

5. Any entity required to provide access to its books and records should make arrangements as
necessary and appropriate to ensure that competitively sensitive information derived therefrom be
kept confidential by the .regulator

F. REPORTING REQUIREMENTS

1. The regulated entity should report annually the dollar amount of non-tariffed transactions



associated with the provision of each service or product and the use or sale of each asset for the
foilowirig

a. Those provided to each Mori-regulated affiliate

b. Those received from each non-regulated affiliate

c. Those provided to non-afHIiated entities

2. Any additional information needed to assure compliance with these Guidelines, such as cost of
service data necessary to evaluate subsidization issues, should be provided



Rio Rico Utilities. inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31, 2008

Water Division

TABLE OF CONTENTS TO TJC SCHEDULES

SCHEDULE NO TITLE

1 oz

TJC-4 DIRECT PLANT 1 TO 7

TESTIMONY

REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

RATE BASE ADJUSTMENT NO, 1 . PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

RATE BASE ADJUSTMENT no. 2 . ACCUMULATED DEFERRED INCOME TAXES

RATE BASE ADJUSTMENT no. 3 . AIAC & CIAC BALANCES PER RUCO DR 1.08 & 1.09

RATE BASE ADJUSTMENT no. 4 . INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no, 5 - INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT NO, e . INTENTIONALLY LEFT BLANK

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

1 OF 16 OPERATING INCOME ADJUSTMENT no. 1 . REVENUE ANNUALIZATION

OPERATING INCOME ADJUSTMENT no. 2 . PURCHASED POWER INCREASE & EXPENSE ANNUALIZATION

OPERATING INCOME ADJUSTMENT NO. 3 . DEPRECIATION EXPENSE

OPERATING INCOME ADJUSTMENT no. 4 . PROPERTY TAX EXPENSE

OPERATING INCOME ADJUSTMENT no. 5 . RATE CASE EXPENSE

OPERATING INCOME ADJUSTMENT no. B . MISCELLANEOUS EXPENSE

OPERATING INCOME ADJUSTMENT no. 7 . PURCHASED POWER EXPENSE ADJUSTMENT

OPERATING INCOME ADJUSTMENT no. 8 - CORPORATE ALLOCATIONS

OPERATING INCOME ADJUSTMENT no. g . NORMALIZE BAD DEBT EXPENSE

OPERATING INCOME ADJUSTMENT no. 10 . INCOME TAX EXPENSE

COST OF CAPITAL

TJC-10

TJC-11

TJc-12

TJC-13

TESTIMONY

TJC-14

TJC-15

TJC-16

TJC-17 & WAR TESTIMONY



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31, 2008

Water Division
Schedule TJC-1

Page 1 of 2

REVENUE REQUIREMENT

COMPANY

OCRB/FVRB OCRB/FVRB

DESCRIPTION

Adjusted Original CosVFair Value Rate Base 8.455.517 $ 7.045.555

Adjusted Operating Income (Loss) (214,806) $ (17,940)

CurrentRate of Return (LE /L1) 2.54% 0.25%

Required Operating Income (L5XL1) 1 .048.484 556.881

Required Rate of Return on Fair Value Rate Base 12.40% 7.90%

Operating Income Deficiency (L4 - LE) 1263.090 574.820

Gross Revenue Conversion Factor (TJc-1, Page 2) 1 .6286 1 .6286

Required Increase in Gross Revenue Requirement (L7 X Ls) 2.057.112 I $ 936.172

Adjusted Test Year Revenue 1 .847256 1 _874.057

Proposed Annual Revenue (La + LE) 3.904,369 2.810.229

Required Percentage Increase in Revenue (LB / LE) 111.36% 49.95%

Rate of Return on Common Equity 12.40%

References
Column (A): Company Schedu\es A-1 and C-1
Column (B): RUCO Schedule TJC»2, TJC-6, and TJC-17

I
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GROSS REVENUE CONVERSION FACTOR

DESCRIPTION

CALCULATION OF GROSS REVENUE CONVERSION FACTOR
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue Conversion Factor(L1 /LE)

1 .0000
0.3860
0.6140

CALCULATION OF EFFECTIVE TAX RATE
Operating Income Before Taxes (Arizona Taxable lnoome)
Arizona State Income Tax Rate
Federal Taxable Income (Ls - Le)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal income Tax Rate (L7 X L8)
Combined Federal And State Income Tax Rate (LG + LE)

100.00009
6.9688%

93.0320%
34.00009
31.6309'%
38.5989%

$ 556,881
(17,940)

Required Operating Income (Sch. TJC-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. TJC-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ 574,820

Income Taxes On Recommended Revenue (Col. (D), L31) 239,170
Income Taxes On Test Year Revenue (Col. (D), L32) (122,182)
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$

Total Required Increase in Revenue (L13 + L16)

$

$

361 ,352

936,172

Recommended
$ 2,810,229

2.014.178
176.421
619.630
6.9680%

$
576.455

43.176

$

$
$

91.650
82.095

CALCULATION OF INCOME TAX
Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)

Operating Expense Excluding Income Tax (TJC-7, Col. (E), L27 - L22 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 349
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

195,995
239,170

Test Year Combined Income Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See TJC-6, Col. (D), L23)

$
$

(122,182)
361,352

34.00%Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24)

CALCULATION OF INTEREST SYNCHRONIZATION
Rate Base (Sch. TJC-2, Col. (C), L17) $ 7,045,555

$ 176.421
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RMTE BASE - ORIGINAL COST

DESCRIPTION

COMPANY
AS FILED

OCRB/FVRB
OCRB/FVRB

ADJUSTMENTS
ADJ'TED

OCRB/FVRB

Gross Utility Plant in Service 34,059,801 $ 34.059.801

Less: Accumulated Depreciation (12,472,€61) (12,603,362)

Net Utility Plant In Senk:e (Sum L1 & L2) 21,587,140 $ (130,701) $ 21.456439

Advances in Aid of Construction (73,648) (48,724)

48.724

(122,372)

Contribution in Aid of Construction
Accumulated Amortization of CIAC

NET CIAC (L5 + LE)

(20,188,921)
6.628.197

(13,560,724) $ 48.724 $

(20,140,197>
6.628.197

(13,512,000)

Customer Meter Deposits (275,455)

778.203

(275,455)

(501 ,057)Deferred Income Taxes & Credits (1 ,279,2G0)

Unamortized Debt Issuance Costs

Deferred Regulatory Assets

Allowance For Working Capital

14

Rounding

TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16) 8.455.517 $ (1,409,962) $ 7.045.555

References
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C): Column (A) + Column (B)
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Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Water Division
Schedule TJC-5

Page 1 of 1

ACCUMULATED DEFERRED INCOME TAXES

Deferred Income Taxes Amount Reference

Algonquin Accumulated Deferred Income Tax Assets $ 23,032,000 2008 Algonquin Annual Report

Algonquin Accumulated Deferred Income Tax Liabilities (106,983,000) 2008 Algonquin Annual Report

Net Accumulated Deferred Income Tax Assets (Liabilities) $ (83,951 ,000) Line 3 + Line 5

Rio Rico Allocation 0.8997% Note <A)

Rio Rico ADlT Liabilities Allocation (755,287) Line 7 X Line 9

Convert to US Dollars 0.9400 Note (B)

Allocated ADIT Liabilities Balance (709,970) Line 11 X Line 13

Rio Rico Water Allocation Factor 0.70574 Note (C)

Rio Rico Wastewater Allocation Factor 0.29426 Note (C)

Rio Rico Water Allocation Line 15 X Line 17

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Rio Rico Wastewater Allocation Line 15 X Line 19

NOTES28

29
30

(A) Purchase Price of Rio Rico Utilities. Inc
Algonquin Total Assets

8.800.000
978.130.000

Ratio 0.8997%

(B) www.bank-banque-canada.ca on 11/19/2009 0.9400

(C) Rio Rico Water Allocation 0.70574

32
33
34
35
36
37
38
39
40 Rio Rico Wastewater Allocation 0.29426

42
43
44

SUPPORTING SCHEDULES
2008 Algonquin Power Income Fund Annual Report



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31 , 2008

Water Division
Schedule TJC-6

Page 1 of 1

OPERATING INCOME

DESCRIPTION

COMPANY
AS

FILED
TEST YEAR

ADJM'TS
TEST YEAR
AS ADJ'TED

PROP'D
CHANGES RECOMM'D

$ 1,802,584 $ 26.801 $ 1,829,385 $ 936,172 $ 2,765,557
Revenues

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Total Revenues $
44.672

1,847,256 $ 26.801 $ 1,874,057 $ 936,172 $
44.672

2,810,229

Operating Expenses
$

(38,924) 402.577 402.577

805.032
76.859

(96,681 )

23.150
708.351
76.859

23
708.351
76.859

26.954
79.315
37.699

28.954
79.315
37.699

26.954
79.315
37.699

17.564
70.000
14.822

(17,500)
(1,363)

17.564
52.500
13.459

17.564
52.500

Salaries and Wages
Purchased Water
Purchased Power
Fuel for Power Production
Chemicals
Materials & Supplies
Outside Services
Outside Services - Other
Outside Services - Legal
Water Testing
Rents
Transportation Expenses
insurance - General Liability
Insurance - Health and Life
Regulatory Commission Expense
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
Depreciation Expense
Taxes Other Than Income

463.297 464.984 464.984

24
25 (30611 )

10.430
99.762

195.995
43.176

2,253,349
556.881

27
28
29

Property Taxes
Federal Income Tax
State Income Tax

Total Operating Expenses
Operating Income

$
$

130.373
(110,555)
(24,354)

2,061 ,862
(214,606)

$
$

(169,865)
196,666

$
$

99.762
(100,125)
(22,057)

1,891 ,997
(17,940)

$
$

296.120
65.232

361,352
574,820

$
$

References
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
Schedule TJC-7, Columns (B) Thru (K)
Column (A) + Column (B)
TJC-1, pages 1 and 2
Column (C) + Column (D)
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Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Water Division
Schedule TJC-8

Page 1 of 16

OPERATING ADJUSTMENT #1 l REVENUE ANNUALIZATION

Revenue Annualization

RUCO Revenue Annualization $ 22,007

Company Revenue Annualization (4,794)

4
5
6
7
8

9

10

RUCO Adjustment to Revenue and/or Expense

12
13
14
15
16

SUPPORTING SCHEDULES
Schedule TJC-8, pages 2 thru 16

19

































Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Water Division
Schedule TJC-9

Page 1 of 1

OPERATING ADJUSTMENT #2
REVENUE & EXPENSE ANNUALIZATION l PURCHASED POWER EXPENSE

TOTALDESCRIPTION

Annualize Purchase Power Expense

Test Year Purchased Power Expense

Increase in Purchased Power Expense (Company Adjustment 5)

435.559

Total Adjusted Test Year Purchased Power Expense

Gallons Sold during Test Year (in 1,000's)

Cost per 1,000 gallons

Additional Gallons from Revenue Annualization (in 1,000's)

443.835

754.340

0.5884

11.467

asIncrease (decrease) in Purchased Power

Company Adjustment to Revenue and/or Expense $ (2,334)

Adjustment to Revenue and/or Expense

SUPPORTING SCHEDULES
Company Schedule C-2
Company Adjustment #5 Schedule
Schedule TJC-8, pages 1 thru 16
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Test Year Ended December 31. 2008

Water Division
Schedule TJC-10

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3
TEST YEAR DEPRECIATION EXPENSE

ACCOUNT
NO ACCOUNT NAME

PLANT

VALUE

COMPANY
PROPOSED

DEP. RATES

TEST YEAR
DEPRECIATION

EXPENSE

0.00%
44.194

2.732.833 3.33%
2.50%
2.50%

91

563.511 18.765

197.120
2.591.970

372.970

2.00%
5.00%
12.50% 323.996

12

759.861

3.33%
20.00%
2.22% 16.869

22.089.150
2.209.274

956.605
568.577

8.33%
2.00%

n

441 .783
73.569
79.685
11.372

121.843
22.986
76.919

218.945

667%
20.00%
20.00% 43.789

15.035 5.00%
10.00%

Organization
Franchises
Land and Land Rights
Structures and improvements
Collecting and Impounding Res
Lake. River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electtric Pumping Equipment
Water Treatment Equipment
Water Treatment Equipment
Chemical Solution Feeders
Distribution Reservoirs & Standpipe
Storage Tanks
Pressure Tanks
Transmission & Distribution Mains
Services
Meters
Hydrants

Backfiow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant

218.040 10.00%
10.00%
10.00%

21 .804

TEST YEAR GROSS PLANT AND DEPRECIATION EXPENSE 34.05g.801 1.162.239

AMORTIZATION OF CONTRIBUTIONS (20,140,197) (697,254)

Rounding

TOTAL DEPRECIATION EXPENSE 464.984

Company As Filed
Difference

463.297

RUCO Adjustment

Fully Depreciated



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31, 2008

Water Division
Schedule TJC~11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 4

PROPERTY TAX COMPUTATION

DESCRIPTION REFERENCE

Calculation Of The Company's Full Cash Value

$
Annual Operating Revenues

Adjusted Revenues in Year Ended December 2007
Adjusted Revenues In Year Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Sch. TJC-7, Col (c). Lm 8
Sch. TJC-7, Col (c). Lm 8
Sch. TJC-7, Col (E), Lm 8

Sum Of Lines 1, 2 & 3
Line 4 l 3

$

1,874,057
1.874.057
2.810.229
6,558,343
2.186.114

Two Times Three Year Average Operating Revenues Line 5X2 $ 4,372,229

10% Of Construction Work In Progress ("CWIP")
Test Year CWlP

of CWIP

Company Schedule E
Line 7 X 10%

$ 95.024

$ 218.945
(30,748)

SUBTRACT
Transportation At Book Value

Original Cost Of Transportation Equipment
Acc. Dep. Of Transportation Equipment

Net Book Value Of Transportation Equipment

RUCO Plant Schedule TJC-4
RUCO Plant Schedule TJC-4

Line 9 + Line 10 188.197

Company's Full Cash Value ("FCV") Sum Of Lines 6. 8 & 11 $ 4,193,535

Calculation Of The Company's Tax Liability

MULTIPLY
FCV X Valuation Assessment Ratio X Property Tax Rates

Assessment Ratio
Assessed Value

House Bill 2779
Line 12 X Line 13 $ 880.642

11.3283%Company Workpapers
Company Workpapers

Line 15 + Line 16 11.33%

Property Tax Rates
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability
Property Tax
Tax On Parcel

99

Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 99.762

19 Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1 130.373

Decrease in Property Tax Expense Line 18 - Line 19 $ (30,611)

Line 20 $ (30,611)



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Water Division
Schedule TJC-12

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 5
RATE CASE EXPENSE

DESCRIPTION

COMPANY
ESTIMATE ADJUSTMENT AS ADJUSTED

Rate Case Expense Total $ 210,000 $ (52,500) $ 157.500

Allocation Factor 100%

Water Division (Line 1 X Line 2) 157.500

Normalization Period - 3 Years 3

RUCO Adjusted Rate Case Expense (Line 3 / 3 Years) 52.500

70.000Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 5 - 6) (17,500)

RUCO Adjustment (Line 7) (17,500)



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Water Division
Schedule TJC-13

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 6
MISCELLANEOUS EXPENSE

DESCRIPTION AMOUNT

Miscellaneous Expense - Disallowed

Family Traditions - Outreach Program
Family Traditions - Outreach Program
Arizona Highway Patrol - Donation
Rio Rico Rotary Tickets

RUCO Miscellaneous Adjustment

SUPPORTING SCHEDULES
RUCO Work Paper - Miscellaneous Expense Adjustment - Water



Rio Rico Utilities. inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31, 2008

Company
Total

OPERATING INCOME ADJUSTMENT #8 . CORPORATE ALLOCATIONS

RUCO
Disallowed

(46,186) Note A
(145,642) Note B

Other
Disallowed Allowable

126.750
66.250
75.000

Allocation
Factor

Allowed
Allocated

Costs

16.089
18.214

Amount
Allocation Allocated To

% To Rio Rico Rio Rico
12.92% gr
12.92%
12.92%
12.92%
12.92%

12.92%
12.92%
12.92%
12.92%
12.92%
12.92%

Water Division
Schedule TJC-14

Page 1 of 1

No. Description
1 Rent
2 Audit
3 Tax Sewioes
4 Legal - General
5 Other Professional Services
6 Management Fee
7 Unit Holder Communications
8 Trustee Fees

ice Costs
10 Licenses/Fees and Permits
11 Escrow and Transfer Fees
12 Depreciation Expense

430.739
507.000
265.000
300.000
455,000
636.619
314,100
204.000
254.100
305,000
75.000

204.242

(430,739)
(380,250)
(198,750)
(225,000)
(455,000)
(636,619)
(314,100)
(204,000)
(207,914)
(159,358)
(75,000)

(153,182)

24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29% 12.400

Total 3,950,800 (191 ,828) (3,439,912) 319,061 77.486 10.009

RUCO Allocation To Rio Rico Water Division (Based on Total Ratio of Rate Base) 70.5745'%

RUCO Allocation To Rio Rico Wastewater Division (Based on Total Ratio of Rate Base) 29.4255°A

Company's APT Cost Allocation for Water Division (Per Staff DR GB 3.7 & GB 3.15)
RUCO's APT Cost Allocation Allowed for Water Division
RUCO's APT Cost Allocation Adjustment for Water Division

$ 103,745

Company's APT Cost Allocation for Wastewater Division (Per Staff DR GB 3.7 & GB 3.15)
RUCO's APT Cost Allocation Allowed for Wastewater Division
RUCO's APT Cost Allocation Adjustment for Wastewater Division

$ 34,582

Note A
Office Costs
Office Costs
Office Costs
Office Costs
Office Costs

Description
Wind Analysis Software
Gold Watches & Clocks
Pilsner Beer Glasses
Leafs/Raptors Tickets
Super Bowl Tickets

$ 15,056
16.864

$ 25,000
25.000
13.350

Total $ 46,186 12.556

Note B
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
LicenseslFees and Permits
Licenses/Fees and Permits
LicenseslFees and Permits
Licenses/Fees and Permits

Donation
Donation
Donation
Donation
Wind Developer
US Trustee
Wind Energy
APF Inc Taxes
APF Inc Taxes
APF Inc Taxes
KMS Tax Ruling

23.789
10.000

$ 145,642

SUPPORTING SCHEDULES
2008 A\gonquin Power Income Fund Annual Report
Company's Response to Staff GB 3.2 and 3.10 APT Affiliate Charges - Rio Rico
Company's Response to Staff GB 3.7 and 3.15



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31, 2008

Water Division
Schedule TJC-15

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. g
BAD DEBT EXPENSE

DESCRIPTION AMOUNT

Normalize Bad Debt Expense

2008 Bad Debt Expense
2007 Bad Debt Expense
2006 Bad Debt Expense

3 Year Normalization

Company As Filed

RUCO Adjustment

SUPPORTING SCHEDULES
Company Schedule E-2



Rio Rico Utilities. inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Water Division
Schedule TJC-16

Page 1 of 1

OPERATING INCOME ADJUSTMENT #10
INCOME TAX EXPENSE

DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES

Operating Income Before Taxes Sch. TJC-7, Column (C), L28 + L22 + L23 (140,121)

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 21

Line 1 - Line 2 - Line 3 $

(22,057)
176.421
(294,485)

Federal Tax Rate
Federal Income Tax Expense

Sch. TJC-1, Pg 2, Col. (D). L34
Line 4 X line 5

34.00%
(100,125)

STATE INCOME TAXES

Operating Income Before Taxes Line 1 (140,t21)

Interest Expense
State Taxable Income

Note (A) Line 21
Line 7 - Line 8

176.421
(316,542)

State Tax Rate Tax Rate

State Income Tax Expense Line 9 X Line 10 (22,057)

TOTAL INCOME TAX EXPENSE
Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO

Line 6
Line 11

Line12 + Line 13 $

(100,125)
(22,057)

(122,182)

Total Federal Income Tax Expense Per Company (Per Company Sch. C-1, L28) (110,555)

(24,354)Total State Income Tax Expense Per Company (Per Company Sch. C-1, L28)

RUCO Federal Income Tax Adjustment Line 12 - Line 15 $ 10,430

RUCO State lnoome Tax Adjustment

I
Line13-Line 16 Is 2,298

NOTE (A)
Interest Synchronization
Adjusted Rate Base (Sch. TJC-2, Col. (H), L17)
Weighted Cost of Debt (Sch. TJC-16 Col. (F), L1)

$ 7.045.555

$ 176.421

I
I



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Water Division
Schedule TJC-17

Page t of 1

COST OF CAPITAL

WEIGHTED
CAPITAL

DESCRIPTION

Long-Term Debt 40.00% 2.50%

60.00%Common Equity

Total Capitalization 100.00%

WEIGHTED AVERAGE COST OF CAPITAL

References
Columns (A) Thru (D): Testimony, WAR



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Wastewater Division

TABLE OF CONTENTS TO TJC SCHEDULES

1 &2

TJC-4 DIRECT PLANT 1 TO 7

TESTIMONY

TITLE

REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

RATE BASE ADJUSTMENT no. 1 - PLANT & ACCUMULATED DEPRECIATION RECONCILIATION ADJUSTMENT

RATE BASE ADJUSTMENT no. 2 - ACCUMULATED DEFERRED INCOME TAXES

RATE BASE ADJUSTMENT no. 3 - AIAC & CIAC BALANCES PER RUCO DR 1.08 & 1.09

RATE BASE ADJUSTMENT no. 4 - INTENTIONALLY LEFr BLANK

RATE BASE ADJUSTMENT no. 5 - INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT N0 6 - INTENTIONALLY LEFr BLANK

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

1 OF 15 OPERATING INCOME ADJUSTMENT no. 1 . REVENUE ANNUALIZATION

OPERATING INCOME ADJUSTMENT no. 2 - PURCHASED POWER INCREASE & EXPENSE ANNUALIZATION

OPERATING INCOME ADJUSTMENT no. 3 .. DEPRECIATION EXPENSE

OPERATING INCOME ADJUSTMENT no. 4 - PROPERTY TAX EXPENSE

OPERATING INCOME ADJUSTMENT no. 5 - RATE CASE EXPENSE

OPERATING INCOME ADJUSTMENT no. 6 - INTENTIONALLY LEFT BLANK

OPERATING INCOME ADJUSTMENT no. 7 - PURCHASED POWER EXPENSE ADJUSTMENT

OPERATING INCOME ADJUSTMENT no. 8 - CORPORATE ALLOCATIONS

OPERATING INCOME ADJUSTMENT no. 9 - NORMALIZE BAD DEBT EXPENSE

OPERATING INCOME ADJUSTMENT no. 10 - INCOME TAX EXPENSE

COST OF CAPITAL

TJc-10

TJC-11

TJC-12

TJC-13

TESTIMONY

TJC-14

TJC-15

TJC-16

TJC-17 & WAR TESTlMON\ 1



Rio Rico Utilities. Inc
Docket No. WS-02676A009-0257
Test Year Ended December 31. 2008

Wastewater Division
Schedule TJC-1

Page 1 of 2

REVENUE REQUIREMENT

COMPANY
OCRB/FVRB OCRB/FVRB

DESCRIPTION

Adjusted Original CosVFair Value Rate Base 3.516.078 2.937.595

Adjusted Operating Income (Loss) 490.676 569.481

CurrentRate of Return (L2 / L1) 13.96% 1939%

Required Operating Income (L5 X L1) 435.994 232.187

RequiredRate ofReturn onFair ValueRate Base 12.40% 7.90%

Operating Income Deficiency (L4 - L2) (54,682) (337,293)

Gross Revenue Conversion Factor (TJC-1, Page 2) 1 .6286 1 .6286

Required Increase in Gross Revenue Requirement (L7 X LE) (89,058)l $ (549,328) I

Adjusted TestYearRevenue 1 .829.976 1.850.101

Proposed Annual Revenue (Le + LE) 1.740.918 1.300.773

Required Percentage Increase in Revenue (L8 / LE) 4.87% 29.69%

Rate of Return on Common Equity 12.40%

References
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule TJC-2, TJC-6, and TJC-17

I



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Wastewater Division
Schedule TJC-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

DESCRIPTION

CALCULATION OF GROSS REVENUE CONVERSION FACTOR
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (L1 . L2)
Revenue Conversion Factor(LI / LE)

1.0000
0,3571
0.6429

CALCULATION OF EFFECTIVE TAX RATE
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - Le)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State Income Tax Rate (Le + LE)

100.0000%
6.9680'%

93.0320%
30.8900%
28.7376%
35.7056%

$ 232,187
569.481

Required Operating Income (Sch. TJC-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. TJC-1, Pg 1, C (B), L2)
Required Increase in Operating Income (L11 - L12) $ (337,293)

Income Taxes On Recommended Revenue (Col. (D), L31) 79.268
Income Taxes On Test Year Revenue (Col. (D), L32) 275.409
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$

Total Required Increase In Revenue (L13 + L16)

$

$

<196.141 )

(533,434)

Recommended
$ 1,300,773

1 .005.211
73.557

222.004
6.96809

$ 15.469
206.535

7

$
41.549

$

CALCULATION OF INCOME TAX
Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)

Operating Expense Excluding Income Tax (TJC-7, Col. (E), L27 - L22 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona income Tax (L21 X L22)
Fed. Taxable income (L21 - L23)
Fed. Tax on 1st inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @34%
Fed. Tax on 4th inc. Bracket ($100,001 - $335,000) @39%
Fed. Tax on 5th inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State income Tax (L23 + L30)

$
$

63.799
79.268

Test Year Combined Income Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 +
RUCO Adjustment (L31 - L32) (See TJC-6, Col. (D). L23)

$
$

275,409
(196,141 )

30.899Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24)

CALCULATION OF INTEREST SYNCHRONIZATION
Rate Base (Sch. TJC-2, Col. (C), L17) $ 2,937,595

$ 73.557



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31 . 2008

Wastewater Division
Schedule TJC-2

Page 1 of 1

RATE BASE - ORIGINAL COST

DESCRIPTION

COMPANY
AS FILED

OCRB/FVRB
OCRB/FVRB

ADJUSTMENTS
ADJ'TED

OCRB/FVRB

Gross Utility Plant in Service 11,829,043 $ $ 11.829.043

Less: Accumulated Depreciation (45,969) (5,155,998)

Net Utility Plant InService (Sum LI & L2) 6.719.014 $ (45,969) $ 6.673.045

Advances in Aid of Construction (238,783)

238.783

(237,922)

Contribution in Aid of Construction
Accumulated Amortization of CIAC

NET CIAC (L5 + Le)

(5,376,456)
1 .944.057

(3,432,399) $ 238.783 $

(5,137,673)
1.944.057

(3,193,616)

Customer Meter Deposits (95,000)

323.602Deferred Income Taxes & Credits (532,514)

(95,000)

(208,912)

Unamortized Debt Issuance Costs

Deferred Regulatory Assets

Allowance For Working Capital

14

Rounding

TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16) 3,516,078 $ (578,484) $ 2.937.595

References
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C): Column (A) + Column (B)
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Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Wastewater Division
Schedule TJC-5

Page 1 of 1

Deferred Income Taxes Amount Reference

Algonquin Accumulated Deferred Income Tax Assets $ 23,032,000 2008 Algonquin Annual Report

Algonquin Accumulated Deferred Income Tax Liabilities

Net Accumulated Deferred Income Tax Assets (Liabilities) $

(106,983,000) 2008 Algonquin Annual Report

(83,951 ,000) Line 3 + Line 5

Rio Rico Allocation 0.8997% Note (A)

Rio Rico ADlT Liabilities Allocation (755,287) Line 7 X Line 9

Convert to US Dollars 0.9400 Note (B)

Allocated ADlT Liabilities Balance

Rio Rico Water Allocation Factor

Rio Rico Wastewater Allocation Factor

(709,970) Line 11 X Line 13

0.70574 Note (C)

0.29426 Note (C)

Rio Rico Water Allocation Line 15 X Line 17

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Rio Rico Wastewater Allocation Line 15 X Line 19

NOTES28

29
30

(A) Purchase Price of Rio Rico Utilities. Inc
Algonquin Total Assets

8.800.000
978.130.000

Ratio 0.8997%
33

35
36

(B) www.bank-banque-canada.ca on 11/19/2009 0.9400

38
39

(C) Rio Rico Water Allocation 0.70574

Rio Rico Wastewater Allocation 0.29426

43
44

SUPPORTING SCHEDULES
2008 Algonquin Power Income Fund Annual Report



Rio Rico Utilities. inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31 . 2008

Wastewater Division
Schedule TJC-6

Page 1 of 1

OPERATING INCOME

DESCRIPTION

COMPANY
AS

FILED
TEST YEAR

ADJM'TS
TEST YEAR
AS ADJ'TED

PROP'D
CHANGES RECOMM'D

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Total Revenues

$ 1,829,726 $ 20,125 $ 1 ,849,851 $ (549,328) $ 1,300,523

$ 1,829,976 $ 20,125 $ 1,850,101 $ (549,328) $ 1,300,773

Operating Expenses
$

17.426 49.699 67,125 67,125

14.304
298.008
175.196

(31,637)
14.304

266.371
175.196

14.304
266.371
175.196

25.781 25.781 25.781

26.817
12.021

26.817
12.021

26.817
12.021

(10,417)

(30,315)

31.250 31.250

Salaries and Wages
Purchased Water and WW Treatment
Purchased Power
Fuel for Power Production
Chemicals
Materials & Supplies
Contractual Services
Outside Services - Other
Outside Services - Legal
Equipment Rental
Rents - Building
Transportation Expenses
Insurance - General Liability
Insurance - Vehicle
Regulatory Commission Expense
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
Depreciation and Amortization
Taxes Other Than income

64.087
252.672

33.772
262.033

33.772
262.033

91 .705
252.773

28
29

Property Taxes
Federal Income Tax
State Income Tax

Total Operating Expenses
Operating Income

$ 1 ,339,300 $

(12,324)
(31 ,110)
(1,937)

(58,680)
78.805

$
$

79.381
221 .662
53.746

1 ,280,620
569,481

$
$

(157,863)
(38,277)

(196,141)
(353,187)

$
$

79.381
63.799
15.469

1,084,479
216,294

References
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
Schedule TJC-7, Columns (B) Thru (K)
Column (A) + Column (B)
TJC-1, pages 1 and 2
Column (C) + Column (D)
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Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Wastewater Division
Schedule TJC-8

Page 1 of 15

OPERATING ADJUSTMENT #1 - REVENUE ANNUALIZATION

Revenue Annualization

RUCO Revenue Annualization $ 15,620

Company Revenue Annualization (4,505)6
7
8

9

10

RUCO Adjustment to Revenue and/or Expense

12
13
14
15

SUPPORTING SCHEDULES
TJC-8, pages 2 thru 15

17

20
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Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Wastewater Division
Schedule TJC-9

Page 1 of 1

OPERATING ADJUSTMENT #2
REVENUE & EXPENSE ANNUALIZATION - PURCHASED POWER EXPENSE

DESCRIPTION

Annualize Purchase Power Expense

TOTAL

Test Year Purchased Power Expense
Increase in Purchased Power Expense (Company Adjustment 5)

17.482

17.814

155.443

0.1146

Total Adjusted Test Year Purchased Power Expense

Gallons Treated in Test Year (in 1,000's)

Cost per 1,000 gallons

Number of Bills During Test Year (excluding effluent)

Average Flow per Bill (in 1,000's)

increase in Number of Bills

24.852

11.400

$

Increase in Flows (in 1,000's)

Increase (decrease) in Purchased Power

Company Adjustment to Revenue andlor Expense

RUCO Adjustment to Revenue and/or Expense

$ (388)

SUPPORTING SCHEDULES
Company Schedule C-2
Company Adjustment #5 Schedule
Schedule TJC-8, pages 1 thru 16



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31, 2008

Wastewater Division
Schedule TJC-10

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3
TEST YEAR DEPRECIATION EXPENSE

ACCOUNT

NO ACCOUNT NAME

PLANT
VALUE

COMPANY
PROPOSED
DEP. RATES

TEST YEAR
DEPRECIATION

EXPENSE
Organization
Franchises 0.00%

0.00%
3.33%28.548

636.023
5.945.962

12.720
118.919

1 .145.530
55.989

2.00%
2.00%
2.00%
10.00%
10.00%

22.911

867.120
1504.181

8.33%
3.33%
12.50%
2.50%

28.875
188.023

1 .006.848 50.342

68.869
110,454

5.00%
3.33%

n

20.00%
20.00%

10.00%
10.00%

Structures and Improvements
Power Generation
Collection Sewer Fonded
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measuring Installation
Reuse Services
Reuse Meters And Installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment & Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant & Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools, Shop And Garage Equip
Laboratory Equip
Communication Equip
Other Tangible Plant
Nogales ww Trmnt Capacity
Rounding

427.000 21 .350

TEST YEAR GROSS PLANT AND DEPRECIATION EXPENSE 11.829.043 463,451

AMORTIZATION OF CONTRIBUTIONS (5,137,673) (201,418)

Rounding

TOTAL DEPRECIATION EXPENSE $ 262.033

252.672Company As Filed
Difference $

RUCO Adjustment



Rio Rico Utilities. Inc
Docket No. WS-02676A009-0257
Test Year Ended December 31. 2008

Wastewater Division
Schedule TJC-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 4

PROPERTY TAX COMPUTATION

DESCRIPTION REFERENCE

Calculation Of The Company's Full Cash Value

$
Annual Operating Revenues

Adjusted Revenues In Year Ended December 2007
Adjusted Revenues in Year Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Sch. TJC-7, Col (C), Lm 8
Soh. TJC-7, Col (C)»  Lm 8
Sch. TJC-7, Col (E). Ln 8

Sum Of Lines 1, 2 & 3
Line 4 / 3

$

1 ,850,101
1.850.101
1.300.773
5,000,974
1.666.991

Two Times Three Year Average Operating Revenues Line 5 X 2 $ 3,333,983

10% Of Construction Work In Progress ("CWIP")
Test Year CWIP

10% of CWIP

Company Schedule E
Line 7 X 10%

$ 28.150

RUCO Plant Schedule TJC-4
RUCO Plant Schedule TJC-4

Line 9 + Line 10

$

SUBTRACT
Transportation At Book Value

Original Cost Of Transportation Equipment
Acc. Dep. of Transportation Equipment

Net Book Value Of Transportation Equipment $

Company's Full Cash Value ("FCV") Sum Of Lines 6. 8 & 11 $ 3,336,798

Calculation Of The Company's Tax Liability

MULTlPLY
FCV X Valuation Assessment Ratio X Property Tax Rates

Assessment Ratio
Assessed Value

House Bill 277g
Line 12 X Line 13 $ 700.728

11 .32839Company Workpapers
Company Wgrkpapers

Line 15 + Line 16 11.339

Property Tax Rates
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability
Property Tax
Tax On Parcel

79.381

Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 79.381

Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1 91.705

Decrease In Property Tax Expense Line 18 - Line 19 $ (12,324)

Line 20 s (12,324)

l N lm I ll



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Wastewater Division
Schedule TJC-12

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 5
RATE CASE EXPENSE

DESCRIPTION

COMPANY
ESTIMATE ADJUSTMENT AS ADJUSTED

Rate Case Expense Total $ 125.000 (31,250) $ 93.750

Allocation Factor 100%

Wastewater Division (Line 1 X Line 2) 93.750

Normalization Period - 3 Years

RUCO Adjusted Rate Case Expense (Line 3 / 3 Years) 31.250

Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 5 - 6)

41 .667

(10,417)

RUCO Adjustment (Line 7) (10,417)



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Wastewater Division
Schedule TJC-13

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 6
MISCELLANEOUS EXPENSE

DESCRIPTION

Intentionally Left Blank

AMOUNT



Rio Rico Utilities. inc
Docket No. WS~02676A-09-0257
Test Year Ended December 31. 2008

Wastewater Division
Schedule TJC-14

Page 1 of 1

OPERATING INCOME ADJUSTMENT #8 - CORPORATE ALLOCATIONS

Company
Total

RUCO
Disallowed

Other
Disallowed Allowable Allocation

Factor

Allowed
Allocated

Costs

Amount
Allocated To

Rio Rico
430.739
507.000
265.000

126.750
60.250
75.000

16.089
18.214

Allocation
% To Rlo Rlco

12.92%
12.92%
12.92%
12.92%
12.92%
12.92%
12.92%
12.92%
12.92%(46,186) Note A

(145,642) Note B

24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%

No. Description
1 Rent
2 Audit
3 Tax Services
4 Legal - General
5 Other Professional Services
6 Management Fee
7 Unit Holder Communications
8 Trustee Fees
9 Office Costs
10 Licenses/Fees and Permits
11 Escrow and Transfer Fees
12 Depreciation Expense

455.000
636.619
314.100
204.000
254.100
305,000
75.000

204.242

(430,739)
(380,250)
(198,750)
(225,000)
(455,000)
(635,619)
(314,100)
(204,000)
(207,914)
(159,358)
(75,000)

(153,182) 12.400
12.92%
12.92%

3,950,800 (191,828) (3,439,912) 319.061 10.009

RUCO Allocation To Rio Rico Water Division (Based on Total Ratio of Rate Base) 70.5745%

RUCO Allocation To Rio Rico Wastewater Division (Based on Total Ratio of Rate Base) 29.4255%

Company/'s APT Cost Allocation for Water Division (Per Staff DR GB 3.7 & GB 3.15)
RUCO's APT Cost Allocation Allowed for Water Division
RUCO's APT Cost Allocation Adjustment for Water Division

$ 103,745

Company's APT Cos! Allocation for Wastewater Division (Per Staff DR GB 3.7 & GB 3.15)
RUCO's APT Cost Allocation Allowed for Wastewater Division
RUCO's APT Cost Allocation Adjustment for Wastewater Division

$ 34,582

Note A
Office Costs
Office Costs
Office Costs

ice Costs
Office Costs

Description
Wind Analysis Software
Gold Watches & Clocks
Pilsner Beer Glasses
Leafs/Raptors Tickets
Super Bowl Tickets

$ 15,056
16.864

$ 25,000
25.000
13.350

$ 46,186 12.556

Note B
Licenses/Fees and Permits
Licenses/Fees and Permits
Lie:ensesJFees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits

Donation
Donation
Donation
Donation
wind Developer
US Trustee
Wind Energy
APF inc Taxes
APF Inc Taxes
APF Inc Taxes
KMS Tax Ruling

23.789
10.000

$ 145,642

SUPPORTING SCHEDULES
2008 Algonquin Power Income Fund Annual Report
Company's Response to Staff GB 3.2 and 3.10 APT Affiliate Charges - Rio Rico
Company's Response to Staff GB 3.7 and 3.15
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Test Year Ended December 31. 2008

Wastewater Division
Schedule TJC-15

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. g
BAD DEBT EXPENSE

DESCRIPTION AMOUNT

Normalize Bad Debt Expense

2008 Bad Debt Expense
2007 Bad Debt Expense
2006 Bad Debt Expense

64.087
28.498

3 Year Normalization

Company As Filed 64.087

RUCO Adjustment

SUPPORTING SCHEDULES
Company Schedule E-2
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Test Year Ended December 31. 2008

Wastewater Division
Schedule TJC-16

Page 1 of 1

OPERATING INCOME ADJUSTMENT #10
INCOME TAX EXPENSE

DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES

Operating Income Before Taxes Sch. TJC-7, Column (c). L28 + L22 + L23 844.889

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 21

Line 1 - Line 2 - Line 3 $

53.746
73.557

717.586

Federal Tax Rate
Federal Income Tax Expense

Sch. TJC-1, Pg 2, Col. (D). L34
Line 4 X line 5

30.89%
221 .662

STATE INCOME TAXES

Operating Income Before Taxes Line 1 844.889

Interest Expense
State Taxable Income

Note (A) Line 21
Line 7 - Line 8

73.557
771 .332

State Tax Rate Tax Rate

State Income Tax Expense Line 9 X Line 10 53.746

TOTAL INCOME TAX EXPENSE
Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO

Line 6
Line 11

Line12 + Line 13

$ 221 .662
53.746

275.409$

Total Federal Income Tax Expense Per Company (Per Company Sch. C-1, L28) 252.773

Total State Income Tax Expense Per Company (Per Company Sch. C-1, L28) 55.684

RUCO Federal Income Tax Adjustment Line 12 - Line 15 (31,110)l

RUCO State Income Tax Adjustment Line 13 - Line 16

1$

[$ (1 ,937)

NOTE (A)
Interest Synchronization
Adjusted Rate Base (Sch. TJC-2, Col. (H)»  L17)
Weighted Cost Of Debt (Sch. TJC-16 Col. (F), L1)

$ 2.937.595

s 73.557

I
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Test Year Ended December 31. 2008

Wastewater Division
Schedule TJC-17

Page 1 of 1

cosT OF CAPITAL

WEIGHTED
CAPITAL

DESCRIPTION

Long-Term Debt 40.00%

80.00%Common Equity

Total Capitalization 100.00%

WEIGHTED AVERAGE COST OF CAPITAL

References
Columns (A) Thru (D): Testimony, WAR
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)erect Testimony of Timothy J. Coley
Rio Rico Utilities, Inc.
)pocket No. WS-02676A-09-0257

1 ZEVENUE REQUIREMENTS

2

3

4 4.

5

6

Please summarize the results of RUCO's analysis of the Company's filing

and state RUCO's recommended revenue requirement.

RUCO's analysis found many of the Company's financial statements (Le.

balance sheets) filed with the application and invoices provided in data

responses to the various intervenor in the Algonquin related cases

unreliable and without sufficient detail.7

8

9

10

11

RUCO's recommended fair value rate base is $7,045,555 for the Water

Division and $2,937,595 for the Wastewater Division. Mr. Rigsby

recommends a 9 percent return on common equity and an overall rate of

12 return on fair value rate base of 7.90 percent.

13

14

15

16

RUCO's recommended revenue requirements increase gross revenues by

$936,172 for the Water Division and decrease gross revenues in the

amount of $512,396 for the Wastewater Division. RUCO's recommended

17

18

increase (decrease) in gross revenues represents a 49.95 percent

increase and a (27.70) percent decrease in the Water and Wastewater

19 Divisions respectively. The details are shown on Schedules TJC-1 and

20 TJC-17.

21

22

23

1

7



Direct Testimony of Timothy J, Coley
Rio Rico Utilities, Inc
Docket No. WS-02676A-09-0257

1 Q. Are there any differences between RUCO's calculation of Property Tax

Expense and the Company's calculation?

Yes. There are three differences. First, RUCO's adjusted test-year gross

revenues are not the same as the Company due to an adjustment for

Revenue Annualization nor is the proposed level of gross revenues the

same because RUCO recommends a lower amount of an increase in

rates. Second, RUCO's calculation includes an addition of 10 percent of

the amount of Construction Work in Progress ("CWIP") that was booked

during the test-year. Finally, RUCO has deducted a different amount of

test-year net book value (See Schedule TJC-4, page 7) of the Company's

vehicles

13 Q.

14

What adjustments were necessary to reflect RUCO's differences in

calculating the Property Tax Expense?

RUCO's adjustments decrease the Company's Property Tax Expense by

$30,780 and $11 ,739 for the Water and Wastewater Divisions

respectively

Operating Income Adj.#5 - Rate Case Expense

20 Q. What level of Rate Case Expense isRRUIestimating in this case?

RRUI is estimating its Rate Case Expense to be $210,000 for the Water

Division and $125,000 for the Wastewater Division. The Company

42



Direct Testimony of Timothy J. Coley
Rio Rico utinties. Inc
Docket No. WS-02676A-09-0257

proposes that the Rate Case Expense be recovered over a three-year

period

4

10

What level of rate case expense is RUCO recommending

The last updated amount of invoiced Rate Case Expense that RUCO is

aware of was $41 ,307 through October 2009. That is approximately 12

percent of the total $335,000 estimated by the Company. At this time

RUCO has made an adjustment of 25 percent to the Company's total

estimated Rate Case Expense for both the Water and Wastewater

Divisions. RUCO is reserving its right to make further adjustments to the

Company's estimates in sutTebuttal testimony and final schedules l will

review the final rate case invoices and make a reasonable adjustment as

this case proceeds

17 A.

18

what adjustments are necessary to reflect RUCO's reasonable Rate

Case Expense recommendations?

RUCO recommended three-year normalization of Rate Case Expense

decreases the annual recovery by $17,500 for the Water Division and

$10,417 for the Wastewater Division. The adjustments can be seen on

Schedules TJC»12 for both the Water and Wastewater Divisions20

22

23

Q.



Direct Testimony of Timothy J. Coley
Rio Rico utilities. Inc
Docket No. WS-02675A-09-0257

1

2

3

Q. What adjustments were necessary to smooth out the wide fluctuations

reported in the Wastewater Division and to normalize the Water Division's

Bad Debt Expense?

RUCO decreased the Wastewater Bad Debt Expense by $30,315 and

increased the Water Division's Bad Debt Expense by $799.

adjustments are shown on Schedules TJC-15

These

Operating Income Adj. #10 - Income Tax Expense

g Have you calculated the Income Tax Expenses based on RUCO's

10 recommended adjusted operating incomes?

Yes. These adjustments are shown on Schedules TJC-16 for both the

Water and Wastewater Divisions

14

15

OTHER ISSUES

Low-Income Program ("LIP")

16 Did RRUI propose a LIP for its service territory in this case?

19 Does RUCO support the Company's LIP as proposed?

RUCO generally supports LIP's and has reviewed RRUI's proposed LIP in

this case. RUCO found the proposed program to be similar to what was

approved in the most recent Chaparral City rate case. RUCO supports

Q.

Q.

Q.

52



Direct Testimony of Timothy J. Coley
Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257

the Company's proposed LIP in this case. The Company stated that all

customers would have to subsidize the program accordingly

Hook Up Fee

5 What is RUCO's position on the Company's proposed new HUF tariff?

RUCO is in general agreement with most HUF tariffs that are intended to

fund new infrastructure created by growth

apportioning the cost of off-site facilities.

and assists in equitably

However, RUCO does 091

support the Company's proposed HUF tariff as filed

11 Q. Why doesn't RUCO support the Company's proposed hook up fee ("HUF")

12

RUCO does not support the Company's HUF tariff because of certain

language contained in the tariff and the Wastewater tariff is inconsistent

with the amount of the HUF in the Company's testimony

17 Q.

A.18

l g

20

What language in the HUF tariff is RUCO opposed?

Both the Water and Wastewater Divisions tariff state, "The Company shall

not record amounts collected under this tariff as ClAC until such amounts

have been expended for plant

22

Q.

53



Direct Testimony of Timothy J. Coley
Rio Rico Utilities, Inc
Docket No. WS-02676A-09-0257

1 Q. Please give RUCO's reasoning for which it is in opposition to that

particular language

CIAC is non-investor funded capital. From the day the Company collects

the ClAC from the developer or customer, the Company has use of those

funds to expend them as it wishes. CIAC also frees up the investor

supplied capital to be expended on other investments. The ClAC balance

at any given point in time is the amount that has been collected up to that

point in time. Arizona ratemaking does not defer CIAC to be recorded at a

later time in the future

11 Q.

12

13

Hasn't the Commission granted accounting orders that allowed a

Company to not record CIAC until a particular item of plant that the CIAC

is funding is fully constructed, operational, and in gross utility plant in

service?14

15 A. Yes. The Commission has approved accounting orders that allowed a

16

18

19

20

company to not record ClAC until a "specific" piece of plant is fully

constructed, operational, and in gross utility plant in service. Normally, the

Commission approves such an accounting order only in extraordinary

circumstances. RRUl's request is far from an extraordinary circumstance

in fact, the Company's request for this special treatment of ClAC is for

quite ordinary purposes

22

54



Direct Testimony of Timothy J. Coley
Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257

1 Q.

3 A.

When did the Commission approve an accounting order that delayed the

recording of collecting CIAC from non-investors?

A case that comes to mind is an Arizona-American Water Company's

("Arizona-American" or "AZ-AM") proceeding that involved construction of

the White Tank Regional Treatment Plant?

7 Q.

8

9

What was the parties' positions regarding delaying the recording of ClAC

until the plant was fully constructed, operational, and in gross utility plant

in service?

Arizona-American requested an accounting order to delay the recording of

ClAC associated only with the White Tank Water Treatment Plant, which

was estimated to cost approximately $74.8 Million and originally to be

funded predominantly with CIAC. AZ-AM had planned on f iling a rate

case several years before the completion of the White Tank Plant that

included the White Tank System. If the ClAC associated with the White

Tank Plant had been recorded when collected, it would distort White

Tanks' rate base because of the magnitude of the CIAC balance related to

the specific plant item in question. The Commission granted approval of

the accounting order, which delayed the recording of the associated CIAC

based pr imar i ly  on  the  f act  tha t  i t  was indeed an ext raord inary

circumstance. RUCO was in support of the Company's request in that

extraordinary instance

55
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1

2

3

4

Q. Then, is it RUCO's position that without some extraordinary circumstance

which does not exist in RRUI's situation, the Commission should reject the

Company's request to not record CIAC on its books until the ClAC has

been expended for some generic plant?

7 Q.

10

If RRUl were to strike that sentence from its proposed HUF tariff, would

RUCO be in support of the Company's HUF to be treated as CIAC?

Yes. with one clarification. The Company's proposed HUF tariffs for both

the Water and Wastewater Divisions show the HUF to be $1 ,800 for a 5/8

inch meter. However, Mr. Sorensen's testimony indicates the Wastewater

HUF to be $2,000 on page 10, line 23 of his testimony. RUCO would like

the Company to clarify if it is $1 ,800 or $2,000

Other Tariff Changes

16 Q.

17

18

19

W hat changes to new service l ine installat ions charges has RRUI

proposed?

The Company proposed a change in the cost of new service lines. RRUI

has proposed that all service line installation charges be at "cost" rather

than the current stated tariff rates20

22

A.
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What is RUCO's position regarding that all service line installation charges

be at "cost" rather than current stated tariff rates

RUCO prefers that the current rates in the tariff be maintained. RUCO will

defer this issue to Commission Staff engineers

Late Payment Finance Charge

7 Has the Company proposed a 1.5 percent late payment charge to be

included in its tariff?

Is RUCO in support of the Company's proposed 1.5 percent late payment

charge?

Yes. This is a cc>mmon charge found in many utility bills

15 Q. Does this conclude your testimony?

Yes. it does

2.

Q.

57



Rio Rico Utilities. Inc
Docket No. WS-02678A.09-0257
Test Year Ended December 31. 2008

Wastewater Division Errata Schedules
Schedule TJC-1

Page 1 of 2

REVENUE REQUIREMENT

COMPANY

OCRB/FVRB OCRB/FVRB
DESCRIPTION

$ 3.516.078 $ 2.937.595

$ 490.676 $

18.61%

435.994 232.187

12.40%

Adjusted original CosVFalr Value Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (L2 / L1 )

Requsre4 Operating Income (Ls x L1)

Required Rate of Return on Fair Value Rate Base

Operating lnoome Deficiency (L4 - L2)

Gross Revenue Conversion Factor (TJC»1, Page 2)

(54,882) (314.617)

Required Increase InGross Revenue Requitement (L7X LE) (89,058)l $ (512,396)l

1 .829.976 1.850.101

10 1.740.918 1_337_705

15 -4.87% 27.70%

16

Adjusted Test Year Revenue

Pmpused Annual Revenue (L8 + Ls)

Required Pementags Increase in Revenue (LB I LE)

Rate of Return on Common Equlty 12.40% 9.00%

Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule TJC-2, TJC-6, and TJC~17

I
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GROSS REVENUE CONVERSION FACTOR

DESCRIPTION

0.3860

CALCULATION OF GROSS REVENUE CONVERSION FACTOR
Revenue

Combined Fedeta\ And State Tax Rate (L10)
Subtotal (L1 - L2)

Revenue Conversion Factor (L1ILL) 1.6286

CALCULATION OFEFFECTIVE TAXRATE
Operating Income Before Taxes (ArizonaTaxable Income)
ArizonaState Income Tax Rate
Federal Taxable lnoome (L5- LE)
ApplicableFederal Income Tax Rate (Col.(D),L34)
Effective FederalIncome TaxRate (L7X L8)
CombinedFederal And State Income Tax Rate (LE + LE)

100.0000%

6.9580%

93.0320%

34_0000%

31 _630Q%
38.5989%

$ 232,187Required Operating Income(Sdk.TJC-1,Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc.(Loss) (so. TJC-1, Pg 1, C (B), L2)
Required IncreaseIn Operating Income(L11 - L12) $ (314,617)

s

16

17

Income TaxesOn Recommended Revenue (Col. (D), L31) 99.720
IncomeTaxes On Test Year Revenue(Col.(D), L32) 297.499
RequiredIncrease In Revenue To Provide For lemme Taxes(L14- L15)

TotalRequired Increase In Revenue(L13 + L16)

s

$

(197,779)

(512,396)

20

Recommended

$ 1.337.705

1 _GG5_'I97

73.557

258.351

22
23
24

$
240.349

18.002

81

$30
31

CALCULATION OF INCOME TAX
Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)

Operating Expense Excluding lnoome Tax (TJC-7, Col. (E), L27 L22 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bradcet ($50,001 ¢ $75,0001 @ 259
Fed. Tax on 3rd inc. Brad<et ($75,001 - $100.000) @34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @399
Fed. Tax on 5th Inc. Bracket ($335,001 - $1 DM) @34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State income Tax (L23 + L30) 99.720

32 Test Year Combined Income Tax. RUCO as Adjusted (TJC-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 L32)  (See TJC-6, Col. (D), L23)

$
$

297,499
(197,779)

34 M

35

Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24)

CALCULATION OF INTEREST SYNCHRONIZATION
Rate Base (Sch, TJ(>2, Cd, (C), L17) $

$

2,937,595

73,557
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OPERATING INCOME

DESCRIPTION

COMPANY
AS

FILED
TEST YEAR

ADJM'TS
TEST YEAR
AS ADJ'TED

PROP'D
CHANGES RECOMM'D

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Total Revenues

$ 1,829,726 s 20,125 s 1,849,851 $ (512,39-) 1,337,455$

$ 1,829,976 s 20,125 s 1,850,101 s (512,396) $ 1,337,705

$

67.125 67.125

298.008
175.196

(31 .637)
14.304

266.371
175.196

14.304
266.371
175.196

25.781 25.781 25.781

25.817
12.021

26.817
12.021

28.817
12.021

(10,417)

(30,315)

31 .250

252.872
33.772

262.033
33.772

262.033

28
29

Operating Expenses
Salaries and Wages
Purchased Water and WW Treatment
Purchased Power
Fuel for Power Production
Chemicals
Materials & Supplies
Contractual Services
Outside Services - Other
Outside Sewioes - Legal
Equipment Rental
Rents . Building
Transportation Expenses
Insurance - General Liability
insurance - Vehicle
Regulatory Commission Expense
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
Depreciation and Amortization
Taxes Other Than Income
Property Taxes
Federal Income Tax
State income Tax

Total Operating Expenses
Operating Income

252.773

$ 1,339,300 s

(11 ,739)
(8,979)
(1 ,978)

(36,003)
56,128

s
$

53.706
1 ,303,29B

546,804
s
$

(162_075)
(35,704)

(197,779)
(314,617)

$
$

t8.002
1 ,105,517

232,187

References
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
Sdledule TJC-7, Columns (B) Thru (K)
Column (A) + Column (B)
TJC-1, pages 1 and 2
Column (C) + Column (D)
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EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 4

PROPERTY TAX COMPUTATION

DESCRIPTION REFERENCE

Calculation Of The Company's Full Cash Value

$
AnnualOperating Revenues

Adjusted Revenues In Year Ended December 2007
Adjusted Revenues In Year EndedDecember 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Sch. TJC-7, Col (C), Ln 8
Sch. TJC-7, Col (C), Ln 8
Sch. TJC-7, Col (E), Ln 8

Sum of Lines 1, 2 & 3
Line 4/ 3

$

1,850,101
850.101

1 _337_'/05
5,037,906
1 .e79.302

mes Three Year Average OperatingRevenues une 5xz $ 3,358,604

10% Of Construction Work InProgress ("CWIP")

TestYear CWIP

m, of CWIP
Company Schedule E

Line 7 x 109
$ 28

RUCO Plant Schedule TJC-4
RUCO Plant Schedule TJC-4

Line 9 + Line 10

$

SUBTRACT
Transportation A! Book Value

Original Cost Of Transportation Equipment

Arc. Dep. Of TransportationEquipment

Net Book ValueOf Transportation Equipment $

Company's Full Cash Value ("FCV") Sum Of Lines 6. 8 & 11 $ 3,361 ,419

Calculation Of The Compares Tax Liability

MULTIPLY
FCV X Valuation Assessment Ratio X Property Tax Rates

AssessmentRatio
Assessed Value

House Bill 2779

Line 12 X Line 13 $

n
705.898

Company Workpapers
Com party Workpapers

Llne 15 + Line 16

11 .3283%

0_00%

11.33%

Property Tax Rates
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability
Property Tax
Tax On Parcel

$

18 Company's TotalTax Liability - Based On FullCash Value Line 14 x Line 17 79.956

19 Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1

20 DeceaSe In Property Tax Expense Line 18 - Line 19 $ (11,739)

Line 20 $ (11,739)
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OPERATING INCOME ADJUSTMENT #10
INCOME TAX EXPENSE

DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES

Operating Income Before Taxes sch. TJC-7, Column (C)- L28 + L22 +L23 844.304

Arizona State Tax

Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 21

Line 1 - Line 2 - Line 3 $

53.706
73.557

717.041

Federal Tax Rate

Federal Income Tax Expense

Sch. TJC-1, Pg 2, Col. (D). L34
Line 4 X line 5

34.00%
243.794

STATE INCOME TAXES

Operating Income Before Taxes 844.304

Interest Expense
State Taxable Income

Note (A) Line 21
Line 7 - Line 8

73.557
770.746

State Tax Rate Tax Rate

State Moore Tax Expense Line 9 x Line 10 $ 53.706

243.794
TOTAL INCOME TAX EXPENSE

Federal Income Tax Expense

State Income Tax Expense
Total lnooma Tax Expense Per RUCO

Line 11
Line12 + Line 13 $ 297.499

Total Federal IncomeTax Expense Per Company (Per Company Sch. C-1. L28)

Total State lnoome Tax ExpensePer Company (Per Company Sch. C-1,L28)

RUCO Federal Income Tax Adjustment Line 12 .. Line 15

252.773

[s (8,979)

RUCO State Income Tax Adjustment Llne 13-L1ne16 i s

I
(1,978)l

NOTE (A)
Interest Synchronization
Adjusted Rate Base (Sch. TJC~2, col. (H), L17)
Weighted Cost of Debt (sch. TJc-1s cal. (F), L1 )

2.937.595

73.557
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1 INTRODUCTION

2 Please state your name, position, employer and address

My Name is Timothy J. Coley. I am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 W

Washington, Suite 220, Phoenix, Arizona 85007

Have you previously filed testimony in this docket?

Yes, I have. I filed direct testimony in this docket on December 23, 2009

and RUCO's rate design testimony on January 4, 2010. On February 4

2010, I filed a notice of errata to my direct testimony accompanied with the

appropriate schedules as needed

13 What is the purpose of your surrebuttal testimony

My surrebuttal testimony will address the Company's rebuttal comments

pertaining to adjustments l recommended in my direct testimony. l will

also discuss RUCO's changes in position regarding certain adjustments

along with any new adjustments that RUCO made or adopted here in

surrebuttal testimony. In addition, RUCO has provided a study (Exhibit 1)

comparing wages/labor and contractual/corporate costs per uti l i ty

customer of various Arizona water and wastewater companies to support

Q.

Q.

RUCO's position on Algonquin Power Trust's ("APT") allocated costs
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1 SUMMARY OF RUCO's RECOMMENDED REVENUE REQUIREMENTS

2 What are RUCO's recommended surrebuttal revenue requirements for

RRUI Water and Wastewater Divisions?

For RRUI Water Division. RUCO recommends a fair value rate base in the

amount of $7,175,864 compared to the Company's requested adjusted

rebuttal amount of $7,992,279 RUCO recommends a required operating

income of $567,180, which is $367,917 less than the Company's

requested amount of $935,097. RUCO's recommended required increase

in gross revenue is $929,413, which is $898,189 less than the Company's

adjusted rebuttal request of $1 ,827,602. RUCO's recommendations

represent a 50.18 percent increase to total revenues

recommends a 7.90 percent rate of return on the Company's fair value

rate base (See RUCO witness Mr. Rigs by's testimony as filed) compared

to RRUI's adjusted rebuttal request of 11.70 percent

For RRUI Wastewater Division, RUCO recommends a fair value rate base

in the amount of $2,983,957 compared to the Company's adjusted rebuttal

amount of $3,323,449 RUCO recommends a required operating income

of $235,852, which is $152,992 less than the Company's requested

amount of $388,844. RUCO's recommended required decrease in gross

revenue is ($493,946), which is ($374,815) less than the Company's

adjusted rebuttal decrease of ($133,135). RUCO's reccvmmendations

Q.

represent e (26.93) percent decrease to total revenues
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recommends a 7.90 percent rate of return on the Company's fair value

rate base (See RUCO witness Mr. Rigsby's testimony as filed) compared

to RRUI's adjusted rebuttal request of 11.70 percent

5 SUMMARY OF RUCO's RATE BASE ADJUSTMENTS

6 What areas will you address in RUCO's surrebuttal testimony?

RUCO's surrebuttai testimony will address its recommended rate base

and operating income adjustments to RRUI's Water and Wastewater

Divisions as follows

RUCO's RATE BASE ADJUSTMENTS TO RRUVs REBUTTAL

POSITIONS

NGTE: All adjustments are common to both the Company's Water and

Wastewater Divisions unless otherwise noted

1. RUCO Surrebuttal  Rate Base Adjustment No. 1 Plant and

After a phone conversation with the

Company's rate consultant, RUCO reviewed its plant schedules and

identified a computation error in the accumulated depreciation excel

sheet. RUCO corrected the formula, which eliminated the need for this

Accumulated Depreciation:

Q.

adjustment in surrebuttal testimony
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2. Rate Base. Adjustment No. 2 - Accumulated Deferred Income Tax

This adjustment allocates RRUl's parent company's

Algonquin Power income Fund's ("AAPlF"), net ADIT liability balance

based on RRUl's asset value to APlF total asset value.

("ADIT"):

The

adjustment decreases the Company's ADIT asset by $1,279,653 for

the Water Division and by $532,121 for the Wastewater Division

3. RUCO Surrebuttal Rate Base Adjustment No. 3 - Advances in Aid of

Construction ("AIAC") and Contributions. in Aid of Construction

("CIAC"): This adjustment increases AIAC by $48,724 and decreases

CIAC by the same $48,724 for the Water Division. For the Wastewater

Division, this adjustment increases AIAC by $238,783 and decreases

CIAC by the same $238,783

All those rate base adjustments are shown on RUCO's Surrebuttal

Schedules TJC-2 and TJC-3. The supporting detail for RUCO's ADIT

adjustment is shown on RUCO's Surrebuttal Schedule TJC-5

19 SUMMARY OF RUCO's OPERATING INCOME ADJUSTMENTS

20 RUCO's RATE BASE ADJUSTMENTS TO RRUl'S REBUTTAL

POSITIONS

NOTE: All adjustments are common to both the Company's Water and

Wastewater Divisions unless othewvise noted
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1. RUCO Surrebuttal Operating Income Adjustment No.1 - Revenue

Annualization: This adjustment reverses the Company's downward

adjustment to test year revenues. It increases revenues by $4,794 for

the Water Division and by $4,505 for the Wastewater Division

2. RUCO Surrebuttal Ooeratinq Income Adjustment No.2 - Purchased

Power and. Chemicals Expense Annualization This is an

accompanying adjustment to RUCO rate base adjustment#1. The

adjustment increases purchased power expense by $2,334 for the

Water Division to account for the additional pumping costs. For the

Wastewater Division, it increases purchased power expense by $388

and by $212 for chemical expenses

3. RUCO Surrebuttal. Ooeratinq Income Adjustment No.3 - Depreciation

Expense: This adjustment increases depreciation expense for the

Water Division by $1 ,687 due primarily to an adjustment that increased

AlAC depreciable plant. For the Wastewater Division, this adjustment

increased depreciation expense by $9,361 due primarily to an

adjustment that increased AIAC depreciable plant

4. RUCO Surrebuttal Operating Income Adiustment No.4 - Propertv Tax

Expense: This adjustment decreases property tax expense for both

the Water and Wastewater Divisions by $31,900 and $12,189
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respectively. The adjustments are due to the different levels of gross

revenues proposed by RUCO and the Company

5. RUCO Surrebuttal Operating Income Adjustment No. 5 - Rate Case

Expense: This adjustment reduces rate case expense by $17,500 for

the Water Division and reduces the Wastewater Division's rate case

expense by $10,417. The adjustment is due to RUCO's 25 percent

overall reduction in rate case expense

6. RUCO. Surrebuttal Ooeratino Income Adjustment No.6 - Miscellaneous

Expense: This adjustment is specific to only RRUl's Water Division

and reduces miscellaneous expense by $1 ,363

7. RUCO Surrebuttal Operating Income Adjustment No.7 - Purchased

This adjustment reduces the purchased power

expense for the Water Division and increases the Wastewater

Division's purchased power expense by the same $48,005 due to the

Company recording the purchased power expense to the wrong

division

Power Expense:

8. RUCO Surrebuttal Operating Income Adjustment No.8 -Transportation

Expense: This adjustment was proposed by the Company in rebuttal
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testimony and decreases transportation expense for both Water and

Wastewater by $6,725 and $2,242 respectively

9. RUCO Surrebultal Operating Income Adiustment No.9 - Out of Test

Year Contractual Services Expense: This adjustment is specific to the

Company's Water Division only and reduces the contractual services

account by $14,477

10. RUCO Surrebuttal Operating Income Adjustment No. 10 - Additional

Actual Algonquin Power Trust ("APT") Costs: This adjustment

increases the contractual services account by $3,274 for the Water

Division and by $1,346 for the Wastewater Division due to truing up

estimated costs to actual costs

11. RUCO Surrebuttal Operating Income Adiustment No. 11 - APT

CorDorate Allocation Costs: This adjustment removes excessive

corporate expenses for the provisioning of utility services. It reduces

the contractual services account by $96,643 and $31 ,604 for the Water

and Wastewater Divisions respectively

12. RUCO Surrebuttal Operating Income Adjustment No.12

Unamortized Rate Case Expense: This adjustment is specific to

RRUI's Water Division only and reduces the regulatory commission
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expense account by $17,564 for what appears to be unamortized rate

case expense from a prior rate case

13. RUCO Surrebuttal Operating Income Adjustment No.13 - Bad Debt

This adjustment normalizes bad debt expense and

increases it by $799 for the Water Division and decreases it by

$30,315 for the Wastewater Division

Expense:

14. RUCO Surrebuttal Operating Income Adjustment No.14 - Income Tax

Expense: This adjustment reflects RUCO's recommended operating

income before income taxes and increases the Water Division's

income tax expense by $19,760 and decreases the Wastewater

Division's income tax expense by $16,504

These operating income adjustments are shown on RUCO's Surrebuttal

Schedules TJC-6 and TJC-7. The supporting details are shown on

RUCO's Surrebuttal Schedule TJC-8 thru TJC-19
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1 RUCO's ORIGINAL COST RATE BASE ADJUSTMENTS

2 RUCO Surrebuttal OCRB Adjustment No. 1 - Plant and Accumulated

3 Depreciation

Please explain RUCO's surrebuttal rate base adjustment #1 for plant and

accumulated depreciation

This adjustment was recommended in RUCO's direct testimony schedules

but was eliminated in RUCO's surrebuttal testimony schedules. The

Company's witness, Mr. Bourassa, phoned me with some concerns

regarding my direct testimony plant schedules. Mr. Bourassa stated that

he thought my plant schedules were over-depreciating some accounts that

should have been fully depreciated and in the year of a retirement, he

didn't think I was taking the half-year convention when calculating that

year's depreciation expense

After reviewing my plant schedules, I agreed with Mr. Bourassa that a few

accounts had been fully depreciated and thus, no further depreciation

should be taken on those accounts. The retirements. however. had been

treated properly using the half-year convention. The prima/ problem in

RUCO's direct plant schedules was the failure to remove the retirements

from the accumulated depreciation balances. Once that was corrected

RUCO was in substantial  agreement with the Company. RUCO
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recommends eliminating that direct testimony adjustment in its surrebuttai

testimony for both RRUl's Water and Wastewater Divisions

RUCO Surrebuttal OCRB. Adjustment No. 2 .-- Accumulated Deferred

Income Tax ("ADIT"l

Please explain RUCO's surrebuttal rate base adjustment #2 for ADlT

The adjustment to ADlT is fully explained in RUCO's direct testimony

This adjustment is the same in both RUCO's direct and surrebuttal

schedules

Does the Company agree with RUCO's ADIT calculation?

No

How did the Company respond to RUCO's methodology used to calculate

its ADIT balance?

Primarily, the Company claims that RUCO's approach to calculating

RRUl's ADlT balance fails to use both the assets and liabilities method as

prescribed by SFAS No. 109

20

21

Do you agree with the Company that RUCO's method fails to use both the

assets and liabilities as prescribed by SFAS No. 109?

No. RUCO's method for calculating ADIT does use both assets and

liabilities because RUCO netted the total ADIT assets and liabilities that

Q.

10
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are on the parent company's, Algonquin Power Trust Fund ("APTF")

books. Therefore. both assets and liabilities are used in RUCO's ADIT

calculation

5 Q. Has the Company changed its ADlT balance in rebuttal testimony?

Yes. The Company recalculated its ADlT balance in its rebuttal testimony

The new calculation reduces the Company's original ADlT asset balance

by roughly 60 percent from approximately $1 .1 million to $445,000

10 Are there any other issues regarding ADIT that RUCO would like to

11 address?

Yes. The Company claims that the large AIAC balances on its books are

a major reason for contributing to its ADIT asset balance, which is an

addition to rate base. RUCO performed a study that included Black

Mountain Sewer. Litchfield Park Service Water and Wastewater Divisions

Rio Rico Water and Wastewater Divisions. Bella Vista Water. and the

Northern and Southern Water Companies, which are all owned by APTF

RUCO compared all APTF's referenced companies to Arizona Water

Company's ("AWC") seventeen systems and determined that AWC's total

rate base is comprised of 49 percent AIAC whereas the APTF's

referenced companies are comprised Of 44 percent AIAC to total rate

Q.

11
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Did AWC have an ADIT balance in its last rate application?

4 What was AWC's ADlT balance in its last rate application?

AWC had a $19 million ADIT liability balance, which is the natural balance

6 Not the reverse of what RRUI

7

that reduces rate base accordingly.

proposes fran addition to rate base in this case. RUCO finds it

perplexing that AWC's total rate base is funded by similar means and

shows a $19 million ADIT liability balance white APTF's Arizona utilities

claim an ADlT asset balance that increases rate base

12 RUCO's OPERATING INCOME ADJUSTMENTS

13 RUCO Surreburtal Operating Income Adjustment No. 1 Revenue

Annualization

Does RUCO continue to recommend annualizing revenues to the average

test year customer count here in its surrebuttai testimony?

RUCO now recommends reversing the Commany's revenue

annualization that decreases revenue. RUCO also recommends reversing

No.

the Company's adjustment that decreases the purchased power and

chemical expenses associated with RRUI revenue annualization expense

adjustment

Q.

12
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1 Q. Why did RUCO change its position on revenue annualization to average

test year customer count?

In the spirit of compromise and an attempt to reach some agreement with

the Company, RUCO proposes a position that should be more amiable to

the Company and to eliminate some of contested issues in the case

7 Why does RUCO disagree with RRUl's proposed customer annualization

adjustment that reduces revenues?

RUCO disagrees with the Company's proposed customer annualization

adjustment because it does not make sense to reduce test year revenue

when RRUI has continued, through the test year, to experience year after

year customer growth. Consequently, RUCO has recommended that the

test year revenue be used to set rates and to reverse the Company's

proposed annualization adjustment. In my direct testimony, RUCO

illustrated, in detail, comparisons of total average customers and customer

counts historically and through the test year

18

19

What is the purpose of a revenue annualization adjustment normally in a

utility rate case?

When a utility is growing and having to add plant during a test year to

serve additional customers, a revenue annualization adjustment is

typically utilized in order to capture the impact on revenue from customer

growth that has occurred, and to better match the revenue with the test

Q.

Q.

13
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year plant that has been added to serve the new customers. The revenue

growth that relates to the addition of customers is captured in a revenue

annualization adjustment to increase revenue related to the increased

plant which has been added to serve additional customers during the test

year. Moreover, the decrease in revenue produced by the Company's

calculation appears to be related to customer seasonality rather than a

permanent decline in customer count during the test year, and therefore

should not be adopted because it would understate test year and going

forward revenues

RRUI has added, on average, both residential and commercial customers

in each and every year, including the test year. Consequently, an

adjustment to decrease test year revenue would be inappropriate by

understating test year and going-forward revenues. Test year revenue of

$4,794 and $4,505 for the Company's Water and Wastewater Divisions

respectively should not be removed as proposed by the Company

RUCO's adjustments restore revenues to test year levels

'IN
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RUCO Surrebuttal Operating Income Adiustment No. 2 - Expense

Annualization

Has RUCO made adjustmeNts to reverse the expenses associated with

the Company's proposed downward revenue annualization?

Yes. Adjustments have been made to increase the Company's purchased

power expenses in the amount of $2,334 and $388 respectively for RRUI's

Water and Wastewater Divisions. An additional adjustment to increase

chemical expenses by $212 was made for the Company's Wastewater

Division. These adjustments are shown on RUCO's Schedules TJC-7

RUCO Surrebuttai Operating Income Adjustment No. 3 - Depreciation

Expense

Are RUCO and the Company in general agreement on the appropriate

levels of depreciation expense?

Yes. There is a slight difference in the amount of CIAC amortization to be

removed from depreciation expense. This appears to be due to a

rounding issue of the amortization rate utilized by the parties

15
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RUCO Surrebutial Operating Income Adjustment No. 4 - Propertv Tax

Expense

Are RUCO and the Company in general agreement on the methodology to

calculate property tax expense?

Yes. RUCO and the Company use the same methodology and inputs with

the exception of the adjusted levels of test year revenues and proposed

levels of revenues This is due to the parties' different levels of

recommended revenue requirements. Once the Commission approves

the levels of revenues to set rates, either RUCO's or the Company's

property tax model should produce the same level of property tax expense

to be embedded in rates

RUCO Surrebuttal Operating Income Adjustment No. 5 - Rate Case

Expense

15 How did the Company respond to RUCO's 25 percent downward

16 adjustment to rate case expense?

The Company did not explicitly express an opinion either way to RUCO's

25 percent downward adjustment to rate case expense. However, the

Company did address RUCO's rate case adjustment as follows

RUCO appears to base its 25 percent reduction on
the fact that through October 2009, the Company has
only incurred about $41,000 of rate case expense. It

entirely premature to make any meaningful
determinations about the ultimate level of rate case
expense that will be incurred in the instant case. This
is obviously true, given that at the time of Mr. Coley's
testimony the Company had yet to incur the costs for

3 Q.

Q.
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the preparation of its rebuttal testimonies, rejoinder
testimonies, any discovery, hearing preparation and
hearings, post hearing briefs, and final decision

In this light, RRUl continues to. estimate rate case
expense of $210,000 for the water division. But this is
still an estimate, which the Company will true-up at a
later date when more of the costs are known. as
needed

How did the Company respond concerning RUCO's downward adjustment

to rate case expense for the Wastewater Division?

The Company made reference to what it had previously stated (See

statement above) in the water section of its rebuttal testimony. The

Company further stated, "As discussed above, RUCO is recommending a

downward adjust [sic] of 25 percent to the company's proposed level of

rate case expense. This translated to a reduction to total rate case

expense of $31,250, or a total rate case expense of $93,750. For the

reasons l identified above, RUCO's adjustment is premature, at best

Does RUCO maintain its 25 percent downward adjustment to rate case

expense in surrebuttal testimony

Yes. Until further updates are provided by the Company to be reviewed

by RUCO, RUCO, like the Company seems to be doing, reserves the right

to adjust its rate case expense adjustment prior to hearing

17
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RUCO Surrebuiial Operating Income Adjustment No.. 6 - Miscellaneous

EXD8l'\S8

3 Did the Company accept RUCO's adjustment to remove $1,363 of

miscellaneous expense relating to charitable contributions and donations

from RRUI's Water Division?

Yes. This adjustment applies only to the Water Division

RUCO Surrebuttal Operating Income Adjustment No. 7 - Purchased

PDw€l' Expense

Did the Company accept RUCO's adjustment to reclassify $48,005 of

purchased power expense from the Company's Water Division to the

Wastewater Division?

Yes.

RRUI

This adjustment was agreed upon during the discovery period

inadvertently charged the purchased power expense to the

Company's Water Division when it was actually attributable to the

Company's Wastewater Division

RUCO Surrebuttal Operating Income Adjustment No. 8 - Transportation

Expense

Please explain RRUl's rebuttal adjustment to transportation expense?

This adjustment originated in the Company's Litchfield Park Service

Company's hearing when it was discovered that the corporate parent has

a fleet of corporate executive jets and the costs were being allocated to

Q.

18
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the various affiliates. The Company agreed to remove the costs

associated with its Airlink affiliate in that case. This is merely an

accommodating adjustment proposed by the Company

Does RUCO accept the Company's proposed adjustment to transportation

expense?

RUCO Surrebuttal Operating Income Adjustment No. 9 - Out of Test Year

Contractual Services' Costs

Please explain RUCO's surrebuttal adjustment that removes contractual

services' costs that were identified as costs incurred that were out of the

test year

Staff identified $14,477 of contractual services' costs that were incurred by

the Company but not in the 2008 test year.

adjustment in rebuttal testimony

RRUI accepted Staff's

Does RUCO accept the Company's rebuttal adjustment in RUCO's

surrebuttal testimony

19
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RUCO Surrebuttal Operating Income Adjustment No. 10 ... Actual

Additional Algonquin Power Trust ("APT") Central Office Costs

3 Please explain the Company's rebuttal adjustment that increases the APT

central office cost pool to contractual services account

This particular adjustment arose after the Company filed its rate

application. As the rate proceeding progressed, the Company determined

that its original rate application, which contained a cost pool of APT costs

in the amount of $3,950,800 that are allocated 100 percent to its affiliates

failed to include all of APT's actual costs. In rebuttal testimony, the

Company added an additional $1,319,082 for a total APT cost pool of

$5,269,882 that it deemed as its actual APT costs. RRUI received an

additional APT cost allocation of $27,574 for the Water Division and

$8,474 for the Wastewater Division per the Company's allocation

methodology

16 Q. Please explain RUCO's adjustment to the additional APT cost pool

allocations that the Company added in its rebuttal testimony

As discussed in detail in RUCO's direct testimony and further here in

surrebuttal testimony, RUCO disallowed the majority of the APT costs in

direct testimony. RUCO included the additional "actual" APT costs in

RUCQ Surrebuttal Schedule TJC-15 and determined that an additional

See RUCO witness Timothy J. Coley's Direct Testimony for a full explanation of APT cost allocations

Q.
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$3,274 and $1 ,361 should be allocated to RRUl's Water and Wastewater

Divisions respectively using RUCO's allocation methodology

Does RUCO disagree with the Company's additional APT cost pool

allocation adjustments?

Yes. As i stated earlier, RUCO disallowed a majority of the APT cost pool

allocations and allowed only 25 percent of some of the costs (See Coley

Direct Testimony). RUCO's additional APT allocation adjustments are

much smaller than the Company's, as discussed earlier

RUCO Surrebuffal Ooeratinq Income Adjustment No. 11 - APT Central

ice Cost Allocations

Did the Company accept RUCO's APT cost pool allocation adjustments?

No

Does RUCO maintain its original direct testimony position regarding the

APT cost allocations?

Does RUCO provide any further analysis or studies in surrebuttal that

support its conclusions regarding the APT cost allocations?

Yes. RUCO Surrebuttal Exhibit 1, as attached, is a study of a number of

other Arizona water and wastewater companies. The study's focus is the
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amount of total labor, wages, and corporate costs per customer on an

annual and monthly basis. The results support RUCO's conclusions and

position regarding the APT cost pool allocations

RUCO Surrebuttal Ooeratinq Income Adjustment No. 12 - Prior Rate

Case Unamortized Rate Case Expense

7 Please explain RUCO's adjustment that removes the prior rate case

expense from RRUI's Water Division that was not fully amortized

This adjustment was overlooked in RUCO's direct testimony. It appears

that the amount in the Regulatory Commission Expense account for

$17,564 is nearly identical to the amount of annual rate case expense

authorized in the prior Rio Rico rate case for the Company's Water

Division. RUCO routinely recommends disallowance of any unamortized

prior rate case expense when new rates are established in a current

proceeding

17 Did Staff make a similar adjustment to remove this expense in its direct

18 testimony

Q.

Q.
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How did the Company respond to Staff regarding the disallowance of the

unamortized rate case expense?

The Company's rebuttal response to the adjustment claimed that it was

not unamortized rate case expense from a prior proceeding "at all." The

Company adds, "These costs are related to ADEQ annual registration

fees, ADGT registration fees, annual software license fees, right of way

permit fees, and some membership dues to organizations l ike the

American Water Works Association and the Arizona Water Pollution

Control Association

What is RUCO's surrebuttal position regarding the costs in the Regulatory

Commission Expense account in the Company's Water Division?

RUCO is taking a conservative approach and recommends removal of

these expenses until the nature of the costs can be verify

Does RUCO plan on issuing discovery for these related expenses?
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RUCO Surrebuttal Operating Income Adiustment No. 13 - Normalize Bad

Debt Expense

Did the Company accept RUCO's normalization of bad debt expense

adjustment?

Yes. However, the Company made an erroneous entry for the Water

Division's bad debt adjustment

Please explain the Company's erroneous entry for the Water Division's

bad debt expense adjustment

When the Company made its adjustment, RRUI reduced bad debt

expense for the Water Division. The correct entry would increase bad

debt expense in the amount of $799 rather than decrease it

RUCO SurrebuWal Operating Income Adjustment No. 14 - Income Tax

ExDense

Please explain RUCO's income tax expense adjustment and the

Company's position on this adjustment

This adjustment is a function of RUCO's recommended level of operating

income before income taxes. The Company did not raise any issue with

the adjustment to income taxes in rebuttal
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1 After RUCO filed its direct testimony and schedules, did RUCO identify a

3

problem with its recommended income taxes?

Yes. RUCO reviewed its Direct Schedules TJC-1, TJC-2, and TJC-6 and

found an error in the gross revenue conversion factor schedule (TJC-1

page 2)

Did RUCO correct the income tax problem?

Yes. RUCO filed errata to its direct testimony that corrected the problem

10 OTHER ISSUES

Is it true that the version of your direct testimony filed on December 23

2009, contained RUCO's positions regarding other issues that were

incorrect at that time?

Yes. RUCO filed a notice of errata to correct its position regarding the

other issues addressed in that version of my direct testimony

17 Would you please clarify for the record what RUCO's positions are

concerning the other issues in this case?

Low-Income Program ("LIP")

Q.

A.

Q.

RUCO does not oppose the LIP as proposed by the Company
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Hook UD Fee ("HUF"l

RUCO does not support the Company's HUF as proposed by the

Company for the reason given in its errata filing

New Service Line Installations

RUCO prefers that the current rates in the tariff be maintained

Late Pavement Finance Charge

RUCO supports the late payment finance charge as proposed by RRUI

11 RATE DESIGN AND PROOF OF RECOMMENDED REVENUE

Have you revised your surrebuttal schedules presenting your surrebuttal

recommended rate designs?

Yes, as shown on Schedules SURR TJC-RD1, the rate design is

consistent with RUCO's recommended revenue allocations and

requirement as in RUCO's direct rate design testimonies

Have you updated your Schedules presenting proof of your recommended

revenue?

Yes, I have. As shown on Schedules SURR TJC-RD1, my recommended

rate design wi l l  produce the recommended required revenue as

recommended in my surrebuttal testimony
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1 TYPICAL RESIDENTIAL BILL ANALYSIS

Has RUCO revised its Schedules representing the financial impact of

RUCO's surrebuttal recommended rate designs on the typical residential

customer?

The impact of RUCO's surrebuttal recommended revenues is

presented on the divisions Surrebuttal Schedules TJC-RD2. This typical

bill analysis for residential customers shows the financial impact with

various levels of usage

Yes.

Does your silence on any issues or matters pertaining to the Company's

application constitute RUCO's acceptance of the Company's position?

No

Does this conclude your surrebuttal testimony

Yes. it does
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A Synopsis for RUCO Surrebuttal Exhibit 1

RUCO Exhibit 1 is a study that analyzed various Arizona utilities, both water and
wastewater, to determine the levels of labor/wages expense, including outside
contractual services, per each utility customer. The results are then compared tO
the Arizona Algonquin Water and Wastewater Utilities. The results are shown
on the following seven pages and are segregated by water and wastewater utility
services. Some of the utilities that were used in RUCO's study employ the
shared services concept, as Algonquin's Liberty Water does, and others are
stand-alone utilities. The utilities that have shared services are shown on
separate pages from those that are stand-alone companies. l will briefly describe
what each of the seven pages represents

Page 1 - This page shows RRUl's Wastewater Division's cost of labor/wages
expense, including outside contractual services, per each utility customer. It then
shows the same costs for three of Arizona American's ("AZ-AM") Wastewater
Districts that utilize the shared services concept. A comparison can then be
drawn between RRUI and AZ-AM's costs for labor/wages expense, including
outside contractual services, per each utility customer. The average cost for the
utility groupings are shown on each page

Page 2 - The same information is provided on page 2 for RRUI Wastewater
Division but the comparable companies used in RUCO's study are stand-alone
companies that do not utilize the shared services concept. Again, comparisons
between the costs can be made. The average cost for the utility groupings are
shown on each page

Page 3 - This page shows RRUl's Water Division's cost of labor/wages expense
including outside contractual services, per each utility customer. It then shows
the same costs for five of Arizona Water Company's ("AWC") Water Systems and
a total of all AWC's systems, which consist of seventeen systems, cost of
labor/wages expense, including outside contractual services, per each utility
customer. A second group of AZ-AM Water Districts are shown which consist of
five more water districts. All 22 systems on this page, consisting of AWC's total
seventeen systems and AZ-AM's five districts, utilize the shared services
concept. A comparison can then be drawn between RRUI, AWC, and AZ-AM-'s
costs for labor/wages expense, including outside contractual services, per each
utility customer. The average cost for the utility groupings are shown on each

Page 4 - This page shows the same information as provided on page 3 but for
an American States Water affiliate, Chaparral City Water Company. Chaparral
also utilizes the shared services concept. The same comparisons can be drawn
between RRUI and Chaparral



Page 5 - This page shows the same information as provided on the previous
pages but for three various Arizona stand-alone water companies for a
comparison to be made to RRUI. The average cost for the utility groupings are
shown on this page too

Page 6 - This page shows RRUl's rebuttal position regarding its costs of
labor/wages expense, including outside contractual services, per each utility
customer. A comparison can then be drawn between RRUI to the other 32
Arizona utility companies' costs associated with labor/wages expense, including
outside contractual services, per each utility customer that is included in this
study. The average cost for the Algonquin Water and Wastewater groupings are
shown on this page

Page 7 - The same information for RRUI is provided on this page that was
shown on page 6 but with all of the APT costs removed. The average cost, after
removing all APT costs, for the Algonquin Water and Wastewater groupings are
shown on this page

Results of the Study
Page 1 and 6 of the study shows Algonquin's sewer operations' cost of
labor/wages expense, including outside contractual services, per each utility
customer is on average 95 percent higher than the other three sewer companies
in RUCO's study that utilize the shared services concept. Page 2 and 6 shows
Algonquin's sewer operations' cost of labor/wages expense, including outside
contractual services, per each utility customer is on average 115 percent higher
than the other three stand-alone sewer companies that was included in RUCO's
study. When combining RUCO's study samples of three shared services sewer
companies (Page 1) and the three stand-alone sewer companies (Page 2)
Algonquin on average is higher than the six sample companies by 104 percent

Page 3, 4, and 6 of the study shows Algonquin's water operations' cost of
labor/wages expense, including outside contractual services, per each utility
customer is on average 50 percent higher than the eleven water companies in
RUCO's study that utilize the shared services concept. Page 5 and of the study
shows Algonquin's water operations' cost of labor/wages expense, including
outside contractual services, per each utility customer is on average 66 percent
higher than the three stand-alone water companies that was included in RUCO's
study. When combining RUCO's study samples of seventeen AWC systems, five
AZ-AM Districts, and a single Chaparral system that all utilize the shared
services concept and the three stand-alone water companies, Algonquin on
average is higher than the 26 sample companies by 54 percent

When all of the APT costs are removed as shown on page 7 of RUCO's study
Algonquin's sewer operations' cost of labor/wages expense, including outside
contractual services, per each utility customer on average decreases from 95
percent higher than the three sewer companies (Page 1) included in RUCO's



study that utilize the shared services concept to 77 percent higher than the three
companies in RUCO's study. Page 2 and 7 of the study shows Algonquin's
sewer operations' cost of labor/wages expense, including outside contractual
services, per each utility customer on average decreases from 115 percent
higher to 96 percent higher than the three stand-alone sewer companies that was
included in RUCO's study. When combining RUCO's study samples of three
shared services sewer companies and three stand-alone sewer companies
Algonquin on average is higher than the six sample companies by 86 percent

When the APT costs are removed, as shown on page 7 of RUCO's study
Algonquin's water operations' cost of labor/wages expense, including outside
contractual services, per each utility customer on average decreases from 50 to
30 percent higher than RUCO's 23 sample water systems (Page 3 and 4) that
utilize the shared services concept. When the APT costs are removed
Algonquin's water operations' cost of labor/wages expense, including outside
contractual services, per each utility customer on average decreases from 66
percent higher to 44 percent higher than the three stand-alone water companies
(Page 5) that was included in RUCO's study. When combining RUCO's study
samples of seventeen AWC systems, five AZ-AM districts, and a single
Chaparral system that all utilize the shared services concept and the three stand
alone water companies, Algonquin on average is higher than the 26 sample
companies by 34 percent
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SEWER COMPANIES IN ARIZONA
TOTAL LABOR /WAGE DOLLARS PER CUSTOMERANALYSIS

COMPARISON OF ALGONQUIN UTILITIES WITH OTHER ARIZONA WASTEWATER COMPANIES WITH SHARED SERVICES

Algonquin Wastewater Services

PTO-FOI'M3
Wases Expensed

Average
Customer Count

Annual
Wage Cost

Per Customer

Monthly
Wage Cost

Per Customer

1 Rio Rico Utilities, Inc Sewer 482,045 s 232.76 $

Arizona American Water Company

Company
Filed

Company
Filed

Annual
Wage Cost

Per Customer

Monthly
Wage Cost

Per Customer

Average
Cost for

Individual Svstems

2, Sun City .. Sewer 1 .387.684 21.965

3 Sun city West - Sewer 1556.363 103.98

4 Mohave Sewer 232.661 188.39

5 Average Labor and Wage Cost per Customer per Month for AZ-AM Sewer Companies

Notes
1. As Filed by the Company in Rebuttal in Docket No. WS-02676A-09-0257
2. As Originally Filed by the Company in Docket No. SW-01303A~09-0343 - 2008 Test Year
3. Water Infrastructure Finance Authority of Arizona (WlFA) 2008 Water and Wastewater Residential Rate Survey for the State of Arizona
4, As Originally Filed by the Company in Docket No. SW-01303A-08-0227 .. 2007 Test Year
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SEWER COMPANIES IN ARIZONA
TOTAL LABOR I W AGE DOLLARS PER CUSTOMER ANALYSIS

COMPARISON OF ALGONQUIN UTILITIES WITH OTHER ARIZONA STAND-ALONE WASTEWATER COMPANIES W ITHOUT SHARED SERVICES

Algonquin Wastewater Services

Pro-Forma
Wanes Expensed

Average
Customer Count

Annual
Wage Cost

Per Customer

Monthly
Wage Cost

Per Customer

1 Rio Rico Utilities. Inc Sewer s 232.76 $

Various Arizona Wastewater Companies

Annual Report
WBQES Exoensed

Annual Report
Note Customer Count

Annual
Wage Cost

Per Customer

Monthly
Wage Cost

Per Customer

Average
Cost for

Various Co

2 Ajo improvement Co. - Sewer 87

3 Rio Verde Utilities, Inc. Sewer 224.012 138.07

4 Far West Sewer 724.159 101.05

5 Average Labor and Wage Cost per Customer per Month for Various Stand-Alone Arizona Sewer Companies

6 Average Labor and Wage Cost per Customer each Month for All 8 Companies on Pages 1 & 2

Notes
1. As Filed by the Company in Rebuttal in Docket No. WS-02676A-09-0257
5. As Filed by the Various Wastewater Companies in its 2808 Annual Report Filed with the Commission
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WATER COMPANIES IN ARIZONA
TOTAL LABOR I WAGE DOLLARS PER CUSTOMER ANALYSIS

COMPARISON OF ALGONQUIN UTILITIES WITH OTHER ARIZONA WATER COMPANIES WITH SHARED SERVICES

Algonquin Water Services

Pro» Forma
Wases Expensed

Pro-Forma
Customer Count

Annual
Wage Cost

Per Customer

Monthly
Wage Cost

Per Customer

Rio Rico Utilities. Inc Water 895.475 s 148.53 s

Arizona Water Company

N e
Pro-Forma

Wases Expensed
Pro-Forma

Customer Count

Annual
Wage Cost

Per Customer

Monthly
Wage Cost

Per Customer

Average
Cost for

AZ WaterIndividual Svstems

1 Coolidge Water $ 352.552 $ $

2 Lakeside Water 359.514

3 Sedona Water 523.727

4 Casa Grande 1.7BS.BB7 22.529

5 VWnkelman 18,962 112.87

s Total Arizona Water Company
for All AWC 17 Water Systems 8.933.310 82.886 101.78

Arizona .American Water Company

Pro-Forma
WBGES Expensed

Pro-Forma
Customer Count

Annual
Wage Cost

Per Customer

Monthly
Wage Cost

Per Customer

Average
Cost for

7 Agua Fria Water 4.216.281 34_402 $ 122.56 s

8 Havasu Water

9 Mohave Water 1.840.872 1 G.635 110.66

10 Sun City Water 2.734.992 118.19

11 Sun City West Water

12 Average Casi for the 5 AZ-AM Districts iisied Above

1.703.120 15.465 110.13

13 .Average Cost per Month for All 10 Systems on Page 3

Notes
1. As Filed by the Company in Rebuttal in Docket no. W5.02676A-0g-g257
2. As Originally Filed by the Company in Docket No. W-01445A» 08-0440
3. As Originally Filed by the Company in Docket No, W-013g3A-08.Q227
4. As Originally Filed by the Company in Docket No. W» 01303A-09-0343
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WATER COMPANIES IN ARIZONA

TOTAL LABOR I WAGE DOLLARS PER CUSTOMER ANALYSIS
COMPARISON OF ALGONQUIN UTILITIES WITH OTHER ARIZONA WATER COMPANIES WITH SHARED SERVICES

Algonquin Water Services

Not
Pro-Forma

Wackes Exnenseni
Pl'o~FoI'ITl3

Customer Count

Annual
wage Cost

Per Customer

Monthly
wage Cost

Per Customer

Rio Rico Utilities. inc Water $ 895.475 6 s 148.63 $

American States Water

Pro-Forma
Wases Expensed

Average
Customer Count

Annual
Wage Cost

Per Customer

Monthly
Wage Cost

Per Customer

12 Chaparral City Water Company 1.197.740 13,333 s $

13 Total Average Costs for Total AWC 17 systems, 5 AZ-AM districts, and 1 Chaparral System that utilize the Shared Services Concept

Notes
1. As Filed by the Company in Rebuttal in Docket No. WS-02676A~D9-0257
5. AS Originally Filed by the Company in Docket No. W-02113A-07-0551
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TOTAL LABOR I WAGE DOLLARS PER CUSTOMER ANALYSIS (continued)
COMPARISON OF ALGONQUIN UTILITIES WITH OTHER ARIZONA STAND-ALONE WATER COMPANIES WITHOUT SHARED SERVICES

Algonquin Water Services

Pro>-Forma
Wases Expensed

Pro-Forma
Customer Count

Annual
wageCost

Per Customer

Monthly
Wage Cost

Per Customer

Rio Rico Utilities. IncWater 885_475 s 148.63 s

Various Stand-Aione Water Companies

Annual Report
WEGES ExD8h5ed

Annual Report
Customer Count

Annual
Wage Cost

Per Customer

Monthly
Wage Cost

Per Customer

Average
Cost for

Ng, Individual Svgtems

1 Rio Verde Utilllies. Inc.. Water 239.802 $ 142.06 $

2 Bermuda Waler Company 810.371 105.63

3 Logo Del Ore Waler Company 242.391

4 Average Cost per Month for the 3 Systems listed Above

5 Average for Pages 3, 4, and 5

Notes
1. AS Filed by the Company in Reburial in Docket No. WS-02676A~09-0257
2. As Filed by the Company in its 2008 Annual Report Filed with the Commission



Page s

TOTAL LABOR IWAGE DOLLARS PER CUSTOMER ANALYSIS
INCLUDING APT cosTs AS PROPOSED BY ALGONQUIN UTILITY SERVICES

Arizona's Algonquin Utility Services

Test Year
Company Proposed
Wases ExD€f1s&d

Test Year
Average

Customer Count

Annual
Wage Cost
Proposed

Per Customer

Monthly
Wage Cost
Proposed

Per Customer

1 Black Mountain Sewer 560.744 $ 266.26 $

2 LIPSCO Water Division 2.405.353 15.594

3 LIPSCO Sewer Division 2.816.007 14.589 193.02

4 Rio Rico Utilities. Inc Water 895.475 148.63

5 Rio Rico Utilities. Inc Sewer 4B2.045 232.76

6 Befla Vista Consolidated 1 .646.00B 175.11

7 Average for Algonquin Water Companies Above

8 Average for Algonquin Sewer Companies Above

Notes
1. As Filed by the Company in Rejoinder in Docket No. SW-02361 A» 08-0609
2. As Filed by the Company in Rejoinder in Docket No. SW-01428A-09~0103
2. As Filed by the Company in Rejoinder in Docket No. SW-0142BA-09» 0103
4. As Filed by the Company in Rebuttal in Docket No. WS-02676A-09-0257
5. As Filed by the Company in Rebuttal in Docket No. WS-02676A-09~0257
6. As Originally Filed by the Company in Direct in Docket NO, W-02465A-09-0414, w-2045aA-09-0414, and W-20454A-09-0414
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TOTAL LABOR I WAGE DOLLARS PER CUSTOMER ANALYSIS

\N!THOUT THE APT CENTRAL OFFICE COSTS

Arizona's Algonquin Utility Services

Test Year
Company Proposed
W30es Expensed

Test Year
Average

Customer Count

Annual
Wage Cost
Proposed

Per Customer

Monthly
Wage Cost
Proposed

Per Customer

1 Black Mountain Sewer 525.277 2 $ 249.42 $

2 LIPSCO Water Division 2.094.874 15.594

3 LIPSCO Sewer Division 2.472.319 14.589 169.46

4 Rio Rico Utilities. Inc Water 764.941 126.96

5 Rio Rico Utilities. Inc Sewer 438.989 211.97

6 Bella Vista Consolidated 1 .447.487 153.99

7 Average for Algonquin Water Companies Above

8 Average for Algonquin Sewer Companies Above

notes
1. As Filed by the Company in Rejoinder in Docket No. SW~(J2361A-08-D609
2. As Filed by the Company in Rejoinder in Docket No. SW-01428A-09-0103
2. As Filed by the Company in Rejoinder in Docket No. SW-01428A-09-0103
4. As Filed by the Company in Rebuttal in Docket No. WS-02G76A-09-0257
5. As Filed by the Company in Rebuttal in Docket No. W5,.g2675A,Qg.0257
6. As Originally Filed by the Company in Direct in Docket No. W-02465A-09-0414, W~20453A-09-0414, and W-20454A-09-0414
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Page 1 of 2

REVENUE REQUIREMENT

COMPANY

OCRB/FVRB OCRB/FVRB

DESCRIPTION

Adjusted Original CosVFair Value Rate Base 8.455.517 7.175.884

Adjusted Operating Income (Loss) (214,606) (3,490)

Current Rate of Return (L2 / L1) 0.05%

Required Operating Income (L5 X L1 ) 1 .048.484 567.180

Required Rate of Recur on Fair Value Rate Base 12.40%

Operating Income Deficiency (L4 - L2) 1263.090 570.670

Gross Revenue ConversionFactor (TJC-1, Page 2) 1 .6286 1 .6286

Required Increase in Gross Revenue Requirement (L7 X LE)

Adjusted Test Year Revenue 1 .847256 1 _852_050

Proposed Annual Revenue (Ls + LE) 3.904.369 2.781 ,463

Required Percentage Increase in Revenue (La / LE) 111.369 50. 18%

Rate of Return onCommon Equity 12.40%

References
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule TJC-2, TJC-G, and TJC-17
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Schedule TJC-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

DESCRIPTION

CALCULATION OF GROSS REVENUE CONVERSION FACTOR
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue Conversion Factor (L1 l LE)

1.0000
0.3860
0.6140

1.6286

CALCULATION OF EFFECTIVE TAX RATE
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - LE)
Applicable Federal lnoome Tax Rate (Col. (D), L34)
Effective Federal lnoome Tax Rate (L7 X L8)
Combined Federal And State income Tax Rate (LG + L9)

100.00009
6.9680%

93.0320%
34.0000%
31 .6309%
38.5989%

$Required Operating Income (Sch. TJC-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. TJC-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12)

567.180
(3,490)

$ 570,670

Income Taxes On Recommended Revenue (Col. (D), L31 )
Income Taxes On Test Year Revenue (Col. (D), L32)
Required Increase In Revenue To Provide For Income Taxes (L14 -

$ 243,594
(115,149)
L15)

Total Required Increase In Revenue (L13 + L16)

$

$

358,743

929,413

Recommended
$ 2,781 ,463

1.970.689
179.684
631.091
6.9680%

$
587.116

43.974

91
85.719

CALCULATION OF INCOME TAX
Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)

Operating Expense Excluding Income Tax (TJG7, Col. (E), L27 - L22 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 L2D)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @ 349
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @39%
Fed. Tax on 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal and State Income Tax (L23 + L30)

$
$

199,619
243,594

Test Year Combined Income Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See TJC-6, Col. (D), L23)

$
$

(115,149)
358,743

34.00%AppliCable Federal Income Tax Rate (Col. (D), L30 l Col. (C), L24)

CALCULATION OF INTEREST SYNCHRONlZAT1ON
Rate Base (Sch. TJC-2, Col. (C), L17) $ 7,175,864

$ 179.684
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Water Division Surrebuttal Schedules
Schedule TJC-2

Page 1 of 1

RATE BASE - ORIGINAL COST

DESCRIPTION

COMPANY
AS FILED

OCRB/FVRB
OCRB/FVRB

ADJUSTMENTS
ADJ'TED

OCRB/FVRB

Gross Utility Plant in Service 34.059.801 $ 34.059_801

Less: Accumulated Depreciation (12,472,661 ) (12,472,661 )

Net Utility Plant In Service (Sum LI & L2) 21.587.140 $ 21.587.140

Advances in Aid of Construction (73,648) (48,724)

48.724

(122,372)

Contribution in Aid of Construction
Accumulated Amortization of CIAC

NET CIAC (L5 + LE)

(20,188,921 )
6.628.197

(13,560,724) $ 48,724 $

(20,140,197)
8.628.197

(13,512,000)

Customer Meter Deposits (275,455)

778.203

(275,455)

(501 ,450 )Deferred Income Taxes & Credits (1 ,279,653)

Unamortized Debt Issuance Costs

Deferred Regulatory Assets

Allowance For Working Capital

14

Rounding

TOTAL RATE BASE (Sum L's 3, 4, & 7 Thru 16) 8.455.517 $ (1,279,653) $ 7.175.864

References
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C): Column (A) + Column (B)
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Page 1 of 1

RATE BASE ADJUSTMENT no. 1
PLANT & ACCUMULATED DEPRECIATION

intentionally Left Blank - See TJC Testimony
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Page 1 of 1

RATE BASE ADJUSTMENT no. 2
ACCUMULATED DEFERRED INCOME TAXES

Amount Reference

$ 23,032,000 2008 Algonquin Annual Report

1 Deferred Income Taxes

8> Algonquin Accumulated Deferred Income Tax Assets

'é Algonquin Accumulated Deferred Income Tax Liabilities

8 Net Accumulated Deferred Income Tax Assets (Liabilities) $

(106,983'000) 2008 Algonquin Annual Report

(83,951,000) Line 3 + Line 5

Rio Rico Allocation 0.8997% Note (A)

(755,287) Line 7 X Line 9Rio Rico ADIT Liabilities Allocation

Convert to US Dollars 0.9400 Note(B)

(709,970) Line 11 X Line 13Allocated ADIT Liabilities Balance

Rio Rico Water Allocation Factor 0.70630 Note (C)

Rio Rico Wastewater Allocation Factor 0.29370 Note (c)

Rio Rico Water Allocation Line 15 xLine 17

9

10
11
12

13

14
15
16
17

18
19
20

21

22

23

24
25

Rio Rico Wastewater Allocation Line 15 X Line 19

NOTES
27
28

29
30

(A) Purchase Price of Rio Rico Utilities. Inc
Algonquin Total Assets

8.800.000
978.130.000

Ratio 0.8997%

35 (B) www.bank-banque-canada.ca on 11/19/2009 0.9400

38
39

(C) Rio Rico Water Allocation 0.7063

Rio Rico Wastewater Allocation 0.2937

43
44

SUPPORTING SCHEDULES
2008 Algonquin Power Income Fund Annual Report
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Schedule TJC-6

Page 1 of 1

OPERATING INCOME

DESCRIPTION

COMPANY
AS

FILED
TEST YEAR

ADJM'TS
TEST YEAR
AS ADJ'TED

PROP'D
CHANGES RECOMM'D

$ 1,802,584 $ 4.794 $ 1,807,378 $ 929,413 $ 2,736,791
Revenues

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Total Revenues $

44.672
1 ,847,25G $ 4,794 $ 1,852,050 $ 929,413 $

44.672
2,781 ,463

Operating Expenses
$

441 .501 (45,671 ) 395.830 395.830

23

(107,846)

Salaries and Wages
Purchased Water
Purchased Power
Fuel for Power Production
Chemicals
Materials & Supplies
Outside Services
Outside Services - Other
Outside Sewioes - Legal
Water Testing

23
805.032
78.859

23.150
697.186

76 76.859

26.954 26.954
(6,725)

26,954
79.315
37.599 37.699 37.699

70.000
14.822

(17,564)
(17,500)
(1 ,363) 13.459 13.459

463.297 464.984 464.984

(31 ,900)
16

98.474
199.619
43.974

2,214,283
567,180

28
29

Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Regulatory Commission Expense
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Federal Income Tax
State Income Tax

Total Operating Expenses
Operating Income

$
$

130.373
(110,555)
(24,354)

2,061 ,862
(214,606)

$
$

(206,322)
211,116

$
$

98.474
(94,362)
(20,787)

1,855,540
(3,490)

$
$

64
358,743
570,670

$
$

References
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
Schedule TJC-7. Columns (B) Thru (K)
Column (A) + Column (B)
TJC-1, pages 1 and 2
Column (C) + Column (D)
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Test Year Ended December 31, 2008

Water Division Surrebuttal Schedules
Schedule TJC-8

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 3
TEST YEAR DEPRECIATION EXPENSE

ACCOUNT

NO ACCOUNT NAME VALUE

TEST YEAR
DEPRECIATION

EXPENSE

2.732.833

COMPANY
PROPOSED

DEP. RATES
0.00%
0.00%
0.00%
3.33% 91

563.511
2.50%
3.33%
6.87%
2.00%

18.765

197.120
2.591.970

372.970
12.50% 323.996

12.420

20.00%
759.861 16.869

22,089,150
2.209.274

956.605
568.577

2.00%
3.33%

441 .783
73.569
79.685

121 .843
22.986
76_919

218.945

6.67%
20.00%
20.00% 43.789

15.035
10.00%

Organization
Franchises
Land and Land Rights
Structures and improvements
Collecting and impounding Res
Lake. River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electtric Pumping Equipment
Water Treatment Equipment
Water Treatment Equipment
Chemical Solution Feeders
Distribution Reservoirs & Standpipe
Storage Tanks
Pressure Tanks
Transmission & Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Findures

Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant

218.040 10.00%
10.00%
10.00%

TEST YEAR GROSS PLANT AND DEPRECIATION EXPENSE 34.059.801 1.162.239

AMORTIZATION OF CONTRIBUTIONS (20,140,197) (697,254)

Rounding

TOTAL DEPRECIATION EXPENSE
$ 464.984

463.297
Company As Filed
Difference

$

RUCO Adjustment
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Schedule TJC-9

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 4

PROPERTY TAX COMPUTATION

DESCRIPTION REFERENCE

Calculation Of The Company's Full Cash Value

$
Annual Operating Revenues

Adjusted Revenues In Year Ended December 2007
Adjusted Revenues In Year Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Sch. TJC-7, Col (C). Ln 8
Sch. TJC-7, Col (c). Ln 8
Sch. TJC-7, Col (E). Ln 8

Sum Of Lines 1, 2 & 3
Line 4 IN

$

1,852,050
1.852.050
2.781 .463
6,485,564
2.161.855

Two Times Three Year Average Operating Revenues Line 5 X 2 $ 4,323,709

10% Of Construction Work In Progress ("CWIP")
Test Year CWIP

% of CWIP

Company Schedule E
Line 7 X 10%

$ 95.024

$ 218.945
(25,112)

SUBTRACT
Transportation At Book Value

Original Cost Of Transportation Equipment
Acc. Dap. Of Transportation Equipment

Net Book Value Of Transportation Equipment

RUCO Plant Schedule TJC-4
RUCO Plant Schedule TJC-4

Line 9 + Line 10 $ 193.833

Company's Full Cash Value ("Fcv') Sum Of Lines 6. 8 & 11 $ 4,139,378

Calculation Of The Company's Tax Liability

MULTIPLY
FCV X Valuation Assessment Ratio X Property Tax Rates

Assessment Ratio
Assessed Value

House Bill 2779
Line 12 X Line 13 $ 869,269

11.3283%Company Workpapers
Company Workpapers

Line 15 + Line 16 11.33%

Property Tax Rates
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability
Property Tax
Tax On Parcel

98.473

Company's Total Tax Liability - Based On Full Cash Value Line 14X Line 17 98.473

Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1 130.373

Decrease In Property Tax Expense Line 18 - Line 19 (31,900)

Line 20 (31,900)



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Water Division Surrebuttal Schedules
Schedule TJC-10

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 5
RATE CASE EXPENSE

DESCRIPTION

COMPANY
ESTIMATE ADJUSTMENT AS ADJUSTED

Rate Case Expense Total 210,000 $ (52,500) $ 157.500

Allocation Factor

Water Division - Surrebuttal Schedules (Line 1 X Line 2) 157.500

Normalization Period - 3 Years 3

RUCO Adjusted Rate Case Expense (Line 3 / 3 Years) 52.500

Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 5 - 6)

70.000

(17,500)

RUCO Adjustment (Line 7) (17,500)
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Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 6
MISCELLANEOUS EXPENSE

DESCRIPTION

Miscellaneous Expense Disallowed

(A)
AMOUNT

Family Traditions - Outreach Program
Family Traditions - Outreach Program
Arizona Highway Patrol - Donation
Rio Rico Rotary Tickets

RUCO Miscellaneous Adjustment

SUPPORTING SCHEDULES
RUCO Work Paper - Miscellaneous Expense Adjustment - Water
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OPERATING INCOME ADJUSTMENT no. 7
PURCHASED POWER

Intentionally Left Blank - See TJC Testimony
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OPERATING INCOME ADJUSTMENT no. 8
TRANSPORTATION EXPENSE

lntentionaily Left Blank - See TJC Testimony
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OPERATING INCOME ADJUSTMENT no. g
OUT OF PERIOD CENTRAL OFFICE COSTS

intentionally Left Blank - See TJC Testimony
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OPERATING INCOME ADJUSTMENT #10 . ACTUAL CORPORATE COST ALLOCATIONS

Company
Actual

RUCO
Disallowed

Other
Disallowed Allowable Allocation

Factor

Allowed
Allocated

Costs

Amount
Allocated To

Rio Rico

(113,853) Note A

(299,586)
(766,207)
(241 ,835)
(575,588)
(565,649)
(642,771 )
(289,796)
(129,000)
(733,254)

255,402
80.612
78_010

62.026
19,577
18,945

(74,847) Note A
(140,852) Note A

Allocatlon
% To Rio Rico

12.92%
12.92%
12.92%
12.92%
12.92%
12.92%
12.92%
12.92%
12.92%
12.92%
12.92%
12.92%

No. Description
1 Rent
2  Aud i t
3 Tax Services
4 Legal - General
5 Other Professional Services
6 Management Fee
7 Unit Holder Communications
8 Trustee Fees
9 Office Costs
10 Licenses/Fees and Permits
11 Escrow and Transfer Fees
12 Depreciation Expense

299.586
1 .021 .609

322.446
767,451
565,649
642.771
289,796
129.000
808.101
140,852
71

211 .253
(71,366)

(158,440) 52.813

24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29% 12,826

5,269,882 (329,552) (4,473,492) 466,837 113.375 14.645

10.009

0.7063

RUCO Direct Testimony Amount of APT Costs Allowed

RUCO Surrebuttal Testimony Additional Amount of Actual APT Costs Allowed

RUCO Allocation To Rio Rico Water Division (Based on Total Ratio of Rate Base)

RUCO Allocation To Rio Rico Wastewater Division (Based on Total Ratio of Rate Base) 0,2937

RUCO's Additional APT Cost Allocation Allowed for Water Division

RUCO's Additional APT Cost Allocation Allowed for Wastewater Division

Per Company Rebuttal Schedule C-2
Per Company Rebuttal Schedule C-2
Per Company Rebuttal Schedule C-2

s (11 s,853)
(74,847)

(140,852)

SUPPORTING SCHEDULES
2008 Algonquin Power Income Fund Annual Report
Company's Response to Staff GB 3.2 and 3.10 APT Affiliate Charges - Rio Rico
Company's Response to Staff GB 3.7 and 3.15
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OPERATING INCOME ADJUSTMENT #11 . CORPORATE ALLOCATIONS

Company
Total

RUCO
Disallowed Disallowed Allowable Allocation

Factor

Allowed
Allocated

Costs

Amount
Allocated To

Rio Rico

126,750 30.782
16.089
18.21475.000

No. Description
1 Rent
2  Aud i t
3 Tax Services
4 Legal - General
5 Other Professional Services
6 Management Fee
7 Unit Holder Communications
8 Trustee Fees

ice Costs
10 Licenses/Fees and Permits
11 Escrow and Transfer Fees
12 Depreciation Expense

430.739
507.000
265.000
300.000
455.000
636.619
314.100
204.000
254.100
305,000
75.000

204.242

(49,686) Note A
(145,642) Note B

(430,739)
(380,250)
(198,750)
(225,000)
(455,000)
(636,519)
(314,100)
(204,000)
(204,414)
(159,358)
(75,000)

(153,182)

24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%

Allocation
% To Rio Rico

12.92%
12.92%
12.92%
12.92%
12.92%
12.929
12.92%
12.92%
12.929
12.92%
12.92%
12.92%

Total 3,950,800 (195,328) (3,43B,412) 319,061 77.486 10.009

RUCO Allocation To Rio Rico Water Division (Based on Total Ratio of Rate Base) 70.9536%

RUCO Allocation To Rio Rico Wastewater Division (Based on Total Ratio of Rate Base) 29.0464%

Company's APT Cost Allocation for Water Division (Per Staff DR GB 3.7 & GB 3.15)
RUCO's APT Cost Allocation Allowed for Water Division
RUCO's APT Cost Allocation Adjustment for Water Division

s 103,745

Company's APT Cost Allocation for Wastewater Division (Per Staff DR GB 3.7 & GB 3.15)
RUCO's APT Cost Allocation Allowed 'for Wastewater Division
RUCO's APT Cost Allocation Adjustment for Wastewater Division

s 34,582

Note A
Office Costs
Of&ce Costs
Office Costs
Office Costs
Office Costs

Description
Wind Analysis Software
Gold Watches & Clocks
Pilsner Beer Glasses
Leafs/Raptors Tickets
Super Bowl 'Tickets

$ 15.056
16.864

$ 25,000
25.000
13.350

$ (49,686) 12.556

Note B
Licenses/Fees and Permits
Ucenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and PermRs
Licenses/Fees and Permits
LicenseslFees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
LicensesIFees and Permits

Donation
Donation
Donation
Donation
Wind Developer
US Trustee
V\hnd Energy
APF Inc Taxes
APF Inc Taxes
APF Inc Taxes
KNIS Tax Ruling

23.789
10.000

Total $ (145,642)

SUPPORTING SCHEDULES
2008 Algonquin Power Income Fund AnnuaI.Repori
Company's Response to Staff GB 3.2 and 3.10 APT Affiliate Charges - Rio Rico
Company's Response to Staff GB 3.7 and 3.15
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OPERATING INCOME ADJUSTMENT no. 12
REMOVE UNAMORTIZED PRIOR RATE CASE EXPENSE

Intentionally Left Blank - See TJC Testimony
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OPERATING INCOME ADJUSTMENT no. 13
BAD DEBT EXPENSE

DESCRIPTION AMOUNT

Normalize Bad Debt Expense

2008 Bad Debt Expense

2007 Bad Debt Expense

2006 Bad Debt Expense

3 Year Normalization

Company As Filed

RUCO Adjustment

SUPPORTING SCHEDULES
Company Schedule E-2
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OPERATING INCOME ADJUSTMENT #14
INCOME TAX EXPENSE

DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES

Operating Income Before Taxes Sch. TJC-7, Column (C), L28 + L22 + L23 (118,639)

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 21

Line 1 - Line 2 - Line 3 $

(20,787)
179.684

(277,535)

Federal Tax Rate
Federal Income Tax Expense

Sch. TJC-1, Pg 2, Col. (DX L34
Line 4 X line 5 $

34.00%
(94,362)

STATE INCOME TAXES

Operating Income Before Taxes Line 1 (118,639)

Interest Expense
State Taxable Income

Note (A) Line 21
Line 7 - Line 8 $

179.684
(298,322)

State Tax Rate Tax Rate

State Income Tax Expense Line 9 X Line 10 $ (20,787)

$
TOTAL INCOME TAX EXPENSE

Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO

Line 6
Line 11

Line12 + Line 13 $

(94,362)
(20,787)

(115,149)

Total Federal Income Tax Expense Per Company (Per Company Sch. C-1 , L28) (110,555)

(24,354)Total State Income Tax Expense Per Company (Per Company Sch. C-1, L28)

RUCO Federal Income Tax Adjustment Line 12 - Line 15

RUCO State Income Tax Adjustment Line 13 .. Line 16

NOTE (A)
Interest Synchronization
Adjusted Rate Base (Sch. TJC-2, Col. (H), L17)
Weighted Cost Cf Debt (Sch. TJC-16 Col. (F), L1)

7.175.864

179.684
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COST OF CAPITAL

WEIGHTED

CAPITAL

DESCRIPTION

Long-Term Debt 40.00% 6.26% 2.50%

60.00%Common Equity

Total Capitalization 100.00%

WEIGHTED AVERAGE COST OF CAPITAL

References
Columns (A) Thru (D): Testimony, WAR
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REVENUE REQUIREMENT

COMPANY
OCRB/FVRB OCRB/FVRB

DESCRIPTION

Adjusted Original Cost/Fair Value Rate Base 3.516.078 2.983.957

Adjusted Operating Income (Loss) 490.676

Current Rate of Return (L2 lLI) 13.96% 18.07%

RequiredOperating Income(L5 X LI) 435.994 235.852

Required Rate of Return on Fair Value Rate Base 12.40% 7.90%

Operating IncomeDeficiency (L4- LE) (54,682) (303,288)

Gross Revenue Conversion Factor (TJc-1, Page 2) 1.8286 1 .6286

Required Increase in Gross Revenue Requirement (L7 X LE)

Adjusted Test Year Revenue 1.829.976 1.834.481

Proposed Annual Revenue (LB + LE) 1.740.918 1.340.535

RequiredPercentage Increase in Revenue (Ls / LE) -4.87% 26.93%

Rate of Recur on Common Equity 12.40%

References
Column(A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule TJC-2, TJC-8, and TJC-17
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GROSS REVENUE CONVERSION FACTOR

DESCRIPTION

CALCULATION OF GROSS REVENUE CONVERSION FACTOR
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (L1 - L2)
Revenue Conversion Factor(LI /LE)

1 .0000
0.3860
0.6140

CALCULATION OF EFFECTIVE TAX RATE
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X LB)
Combined Federal And State Income Tax Rate (LE + LQ)

100.0000%
6.9680%

93.0320%
34.0000%
31 _6309%
38.5989%

$ 235,852
539.140

Required Operating Income (Sch. TJC-1, Pg 1, C (B), LE)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. TJC-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ (303,288)

Income Taxes On Recommended Revenue (Col. (D), L31) 101,294
income Taxes On Test Year Revenue (Col. (D), L32) 291 .952
Required Increase In Revenue To Provide For lnoome Taxes (L14 - L15)

$

Total Required Increase In Revenue (L13 + L16)

$

$

(190,657)

(493,946)

Recommended
$ 1,340,535

1.003.389
74.718

262.428
6.9680%

$
244.142

18.286

83.008

CALCULATION OF INCOME TAX
Revenue (Sch. TJC-1, Pg 1, Col. (B), L12)

Operating Expense Excluding Income Tax (TJC-7, Col. (E), L27 - L22 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax on 1st inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax on 2nd Inc. Bracket ($50,001 - $75,000) @25%
Fed. Tax on 3rd Inc. Bracket ($75,001 - $100,000) @34%
Fed. Tax on 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax on 5th inc. Bracket ($335,001 - $10M) @34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federaf and State Income Tax (L23 + Lao)

$
$

83.008
10t,294

Test Year Combined Income Tax, RUCO as Adjusted (TJC-7, Col. (C), L22 + L23)
RUCO Adjustment (L31 - L32) (See TJC-6, Col. (D), L23)

$
$

291,952
(190,657)

34.00%Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24)

CALCULATION OF INTEREST SYNCHRONIZATION
Rate Base (Sch. TJC-2, Col. (C), L17) $ 2,983,957

2.50%
74$
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RATE BASE - ORIGINAL COST

DESCRIPTION

COMPANY
AS FILED

OCRB/FVRB
OCRB/FVRB

ADJUSTMENTS
ADJ'TED

OCRB/FVRB

Gross Utility Plant in Service 11.829.043 $ 11.829.043

Less: Accumulated Depreciation (5,110,028)

Net Utility Plant In Service(Sum L1 & L2) 6,719,014 $ 6.719.014

Advances in Aid of Construction (238,783)

238.783

(237,922)

Contribution in Aid of Construction
Accumulated Amortization of CIAC

NET CIAC (L5 + Le)

(5,378,456)
1.944.057

(3,432,399) $ 238,783 $

(5,137,673)
1.944.057

(3,193,616)

Customer Meter Deposits (95,000)

323.602Deferred Income Taxes & Credits (532,121)

(95,000)

(208,519)

Unamortized Debt Issuance Costs

Deferred Regulatory Assets

Allowance For Working Capital

14

Rounding

TOTAL RATE BASE (Sum L's 3, 4, &7 Thru 16) 3.516.078 $ (532,121) $ 2.983.957

References
Column (A): Company Schedule B-1
Column (B): Schedule TJC-3
Column (C): Column (A) + Column (B)
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RATE BASE ADJUSTMENT no. 1
PLANT & ACCUMULATED DEPRECIATION

DESCRIPTION

intentionally Left Blank - See TJC Testimony

AMOUNT
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RATE BASE ADJUSTMENT no. 2
ACCUMULATED DEFERRED INCOME TAXES

Deferred Income Taxes Amount Reference

Algonquin Accumulated Deferred Income Tax Assets $ 23,032,000 2008 Algonquin Annual Report

Algonquin Accumulated Deferred Income Tax Liabilities (106,983,000) 2008 Algonquin Annual Report

Net Accumulated Deferred Income Tax Assets (Liabilities) $ (83,951 ,000) Line 3 + Line 5

Rio Rico Allocation 0.8997% Note (A)

Rio Rico ADIT Liabilities Allocation (755,287) Line 7 X Line 9

Convert to US Dollars 0.9400 Note(B)

Allocated ADIT Liabilities Balance (709,970) Line 11 X Line 13

Rio Rico Water Allocation Factor 0.70630 Note (C)

Rio Rico Wastewater Allocation Factor 0.29370 Note (C)

Rio Rico Water Allocation Line 15 X Line 17

1
2
3

4

5
6
7

8
9

10
11
12

13
14

15
16

17

18
19
20

21

22

23

24

Rio Rico Wastewater Allocation Line 15 X Line 19

NOTES28

29
30

(A) Purchase Price of Rio Rico Utilities. Inc
Algonquin Total Assets

8.800.000
978.130.000

Ratio 0.8997%

34
35
36

(B) .bank-banque-canada.ca on 11/19/2009 0.9400

(C) Rio Rico Water Allocation 0.7063038
39
40 Rio Rico Wastewater Allocation 0.29370

43
44

SUPPORTING SCHEDULES
2008 Algonquin Power Income Fund Annual Report
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OPERATING INCOME

DESCRIPTION

COMPANY
AS

FILED
TEST YEAR

ADJM'TS
TEST YEAR
AS ADJ'TED

PROP'D
CHANGES RECOMM'D

s 1,829,726 $ 4.505 $ 1,834,231 $ (493,946) $ 1,340,285
Revenues

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Total Revenues $ 1,829,976 $ 4.505 $ 1,834,481 $ (493,946) $ 1,340,535

Operating Expenses
$

17.426 48.393 65 65.819

14.304
298.008
175.196

(30,258) 267.750
175.195

14.304
267.750
175.196

25.781 25.781 25.781

26.817
12.021

(2,242) 24.575
12.021

24.575
12.021

(10,417)

(30,315)

31.250

Salaries and Wages
Purchased Water and WW Treatment
Purchased Power
Fuel for Power Production
Chemicals
Materials & Supplies
Contractual Services
Outside Services - Other
Outside Services - Legal
Equipment Rental
Rents - Building
Transportation Expenses
Insurance - General Liability
Insurance - Vehicle
Regulatory Commission Expense
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
Depreciation and Amortization
Taxes Other Than income

64.087
252.672

33.772
262.033

33.772
262.033

79.516
239.248

28
29

Property Taxes
Federal Income Tax
State Income Tax

Total Operating Expenses
Operating Income

$

91.705
252.773
55,684

1,339,300 $

(12,189)
(13,525)
(2,979)

(43,959)
48.464

$
$

1,295,341
539,140

$
$

(156,239)
(34,418)

(190,657)
(303,288)

S
$

79.516
83.008
18.286

1,104,683
235,852

References
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
Schedule TJC-7, Columns (B) Thru (K)
Column (A) + Column (B)
TJC-1, pages 1 and 2
Column (C) + Column (D)
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OPERATING INCOME ADJUSTMENT no. 3
TEST YEAR DEPRECIATION EXPENSE

ACCOUNT
NO ACCOUNT NAME VALUE

COMPANY
PROPOSED

DEP. RATES
0.00%

TEST YEAR
DEPRECIATION

EXPENSE

Organization
Franchises

0.00%

5.00%
636.023

5.945.962
12.720

118.919

1.145.530
55

2.00%
2.00%
2.00% 22.911

10.00%
2.00%
8.33%

867.120
1504,181

28.875
188.023

1 .006.848

12.50%
2.50%
2.50%
5.00%
5.00%

50.342

68.869
110.454

20.00%
20.00%
4.00%
5.00%
10.00%
10.00%

%

Structures and improvements
Power Generation
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measuring Installation
Reuse Services
Reuse Meters And installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment & Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant a Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Stores Equipment
Tools, Shop And Garage Equip
Laboratory Equip
Communication Equip
Other Tangible Plant
Nogales WW Trmnt Capacity
Rounding

427.000

TEST YEAR GROSS PLANT AND DEPRECIATION EXPENSE 11.829.043 463.451

AMORTIZATION OF CONTRIBUTIONS (5,137,673) (201 ,418)

Rounding

TOTAL DEPRECIATION EXPENSE
262.033

Company As Filed
Difference

252.672

RUCO Adjustment

$

$
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OPERATING INCOME ADJUSTMENT no. 4

PROPERTY TAX COMPUTATION

DESCRIPTION REFERENCE

Calculation Of The Company's Full Cash Value

$
Annual Operating Revenues

Adjusted Revenues In Year Ended December 2007
Adjusted Revenues In Year Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Sch. TJC-7, Col (c). Ln 8
sch. TJc-7, Co! (c). Lo 8
s:>h. TJc-7, Col (E). Ln 8

Sum of Lines 1, 2 & 3
Line 4 /3

$

1 ,834,481
1 .834.481
1 .340.535
5,009,497
1 .669.832

Two Times Three Year Average Operating Revenues Line 5 X 2 $ 3,339,664

10% Of Construction Work In Progress ("CWlP")
Test Year CWIP

10% of CWIP

Company Schedule E
Line 7 X 10%

$ 28.150

$

SUBTRACT
Transportation At Book Value

Original Cost Of Transportation Equipment
Acc. Dap. Of Transportation Equipment

Net Bock Value Of Transportation Equipment

RUCO Plant Schedule TJC-4
RUCO Plant Schedule TJC-4

Line 9 + Line 10 $

Company's Full Cash Value ("FCV') Sum of Lines 6. 8 & 11 $ 3,342,479

Calculation Of The Company's Tax Liability

MULTIPLY
FCV X Valuation Assessment Ratio X Property Tax Rates

Assessment Ratio
Assessed Value

House Bill 2779
Line 12 X Line 13 $ 701.921

Company Workpapers
Company Workpapers

Line 15 + Line 16

11.3283%
0.00%

11.33%

Property Tax Rates
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability
Property Tax
Tax On Parcel

$ 79.516

Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 79.516

Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1 91 .705

Decrease In Property Tax Expense Line 18 - Line 19 (12,189)

Line 20 (12,189)
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OPERATING INCOME ADJUSTMENT no. 5
RATE CASE EXPENSE

DESCRIPTION

COMPANY
ESTIMATE ADJUSTMENT AS ADJUSTED

Rate Case Expense Total 125.000 $ (31,250) $ 93.750

Allocation Factor

Wastewater Division - Surrebuttal Schedule: (Line 1 X Line 2)

Normalization Period - 3 Years

RUCO Adjusted Rate Case Expense (Line 3 /3 Years)

Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 5 - 6)

$

$ (10,417)

RUCO Adjustment (Line 7) $ (10,417)
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OPERATING INCOME ADJUSTMENT no.e
MISCELLANEOUS EXPENSE

DESCRIPTION

intentionally Left Blank - See TJC Testimony

AMOUNT
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OPERATING INCOME ADJUSTMENT no. 7
PURCHASED POWER

Intentionally Left Blank - See TJC Testimony
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OPERATING INCOME ADJUSTMENT no. 8
TRANSPORTATION EXPENSE

intentionally Left Blank - See TJC Testimony
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OPERATING INCOME ADJUSTMENT no. g
OUT OF PERIOD CENTRAL OFFICE COSTS

intentionally Left Blank - See TJC Testimony
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OPERATING INCOME ADJUSTMENT #lo . ACTUAL CORPORATE COST ALLOCATIONS

Company
Actual

RUCO
Disallowed Disallowed Allowable

Costs
Allocation

Factor

Allowed
Allocated

Costs

Amount
Allocated To

Rio Rico

299.586
1 .021 .509

322.446
767,451
565,649
642.771
289,796
129.000

(113,B53) Note A

(299,586)
(766,207)
(241 ,835)
(575,588)
(565,649)
(642,771 )
(289,796)
(129,000)
(733,254)

255,402
80.612
78.010

62,026
19.577
18,945

(74,847) Note A
(140,852) Note A

A||OC8\UO|'1
% To Rio Rloo

12.92%
12.929
12.92%
12.92%
12.92%
12.92%
12.92%
12.92%
12.92%
12.92%
12.92%
12.92%

No. Descriotion
1 Rent
2 Audit
3 Tax Services
4 Legal - General
5 Other Professional Services
6 Management Fee
7 Unit Holder Communications
8 Trustee Fees
9 Office Costs

10 Licenses/Fees and Permits
11 Escrow and Transfer Fees
12 Depreciation Expense

140,852
71

211 .253
(71,356)

(158,440) 52.813

24.29%
24.29%
24.299
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29% 12.826

Total 5,269,882 (329,552) (4,473,4921 466,837 113.375

70.9536%

RUCO Direct Testimony Amount of APT Costs Allowed

RUCO Surrebuttal Testimony Additional Amount of Actual APT Costs Allowed

RUCO Allocation To Rio Rico Water Division (Based on Total Ratio of Rate Base)

RUCO Allocation To Rio Rico Wastewater Division (Based on Total Ratio of Rate Base)
29.0484%

RUCO's Additional APT Cost Allocation Allowed for Water Division

RUCO'S Additional APT Cost Allocation Allowed for Wastewater Division

Note A
Per Company Rebuttal Schedule C-2
Per Company Rebuttal Schedule C-2
Per Company Rebuttal Schedule C-2

s (113.853)
(74,847)

(140,852)

SUPPORTING SCHEDULES
2008 Algonquin Power Income Fund Annual Report
Company's Response to Staff GB 3.2 and 3.10 APT Affiliate Charges - Rio Rico

orripany's Response to Staff GB 3.7 and 3.15
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OPERATING INCOME ADJUSTMENT #11- CORPORATE ALLOCATIONS

Company
Total

RUCO
Disallowed Disallowed Allowable

Costs
Allocation

Factor

Allowed
Allocated

Costs

Amount
Allocated To

Rio Rico

126,750
66.250
75.000

30,782
16.089
18,214

(46,186) Note A
(145,642) Note B

Allocaltlon
% To Rio Rico

12.92%
12.92%
12.92%
12.929
12.92%
12.92%
12.92%
12.92%
12.929
12.92%
12.92%
12.92%

No. Description
1 Rent
2  Aud i t
3 Tax Services
4 Legal - General
5 Other Professional Services
6 Management Fee
7 Unit Holder Communications
8 Trustee Fees
9 Office Costs

10 LicenseslFees and Permits
11 Escrow and Transfer Fees
12 Depreciation Expense

430.739
507.000
265.000
300.000
455,000
636.619
314,100
204.000
254.100
305,000
75.000

204.242

(430,739)
(380,250)
(198,750)
(225,000)
(455,000)
(635,519)
(314,100)
(204,000)
(207,914)
(159,358)

(75,000)
(153, 182)

24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29%
24.29% 12.400

3,950,800 (191,828) (3,439,912) 319,061 10.009

RUCO Allocation To Rio Rico Water Division (Based on Total Ratio of Rate Base) 70.2482%

RUCO Allocation To Rio Rico Wastewater Division (Based on Total Ratio of Rate Base) 29.7518%

Company's APT Cost Allocation for Water Division (Per Staff DR GB 3.7 & GB 3.15)
RUCO's APT Cost Allocation Allowed for Water Division
RUCO's APT Cost Allocation Adjustment for Water Division

$ 103,745

Company's APT Cost Allocation for Wastewater Division (Per Staff DR GB 3.7 8= GB 3.15)
RUCO's APT Cost Allocation Allowed for Wastewater Division
RUCO's APT Cost Allocation Adjustment for Wastewater Division

$ 34,582

Note A
Office Costs
Office Costs
Office Costs

ice Costs
ice Costs

Description
ind Analysis Software

Gold Watches & Clocks
Pilsner Beer Glasses
Leafs/Raptors 'Tickets
Super Bowl Tickets

$ 15,056
16.864

$ 25,000
25.000

Total $ 46,186 12.556

Note B
LicenseslFees and Permits
Ucenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
LicenseslFees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits
Licenses/Fees and Permits

Donation
Donation
Donation
Donation

ind Developer
US Trustee
Wind Energy
APF Inc Taxes
APF Inc Taxes
APF Inc Taxes
KMS Tax Ruling

23.789
10.000

$ 145,642

SUPPORTING SCHEDULES
2008 Algonquin Power Income Fund Annual Report
Company's Response to Staff GB 3.2 and 3.10 APT Affiliate Charges - Rio Rico
Company's Response to Staff GB 3.7 and 3.15



Rio Rico Utilities. Inc
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Wastewater Division - Surrebuttal Schedules
Schedule TJC-17
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OPERATING INCOME ADJUSTMENT no. 12
REMOVE UNAMORTIZED PRIOR RATE CASE EXPENSE

intentionally Left Blank - See TJC Testimony
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Wastewater Division - Surrebuttal Schedules
Schedule TJC-18

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 13
BAD DEBT EXPENSE

DESCRIPTION AMOUNT

Normalize Bad Debt Expense

2008 Bad Debt Expense
2007 Bad Debt Expense
2006 Bad Debt Expense

64.087
28.498

3 Year Normalization 33.772

Company As Filed

RUCO Adjustment

64.087

SUPPORTING SCHEDULES
Company Schedule E-2



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31, 2008

Wastewater Division Surrebuttal Schedules
Schedule TJC-19

Page 1 of 1

OPERATING INCOME ADJUSTMENT #14
INCOME TAX EXPENSE

DESCRIPTION REFERENCE AMOUNT

FEDERAL !NCOME TAXES

Operating Income Before Taxes Sch. TJC-7, Column (c). L28 + L22 + L23 831.092

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 21

Line 1 - Line 2 - Line 3 $

52
74.718

703.669

Fed eras Tax Rate
Federal Income Tax Expense

Sch. TJC-1, Pg 2, Col. (D), L34
Line 4 X line 5

34.00%
239.248

STATE INCOME TAXES

Operating Income Before Taxes Line 1 831.092

Interest Expense
State Taxable Income

Note (A) Line 21
Line 7 - Line 8 $

74.718
756.373

State Tax Rate Tax Rate

State Income Tax Expense Line 9 X Line 10 $ 52

TOTAL INCOME TAX EXPENSE
Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO

Line 6
Line 11

Line12 + Line 13 $

239.248
52.704

291.952

Total Federal Income Tax Expense Per Company (Per Company Sch. C-1, L28) 252.773

55.684Total State Income Tax Expense Per Company (Per Company Sch. C-1, L28)

RUCO Federal Income Tax Adjustment Line 12-Line15 l$ (13,525)l

RUCO State lnoome Tax Adjustment Line 13 - Line 16

NOTE (A)
Interest Synchronization
Adjusted Rate Base (Sch. TJC-2, Col. (H), L17)
Weighted Cost of Debt (Sch. TJC-16 Col. (F), _1 )

$ 2.983.957

$ 74.718



Rio Rico Utilities. Inc Wastewater Division -
Docket No. WS-02676A-09-0257
Test Year Ended December 31. 2008

Surrebuttal Schedules
Schedule TJC-20

Page 1 of 1

COST OF CAPITAL

WEIGHTED

CAPITAL
DESCRIPTION

Long-Term Debt 40.00%

60.00% 5.40%

3

Common Equity

Total Capitalization 100.00%

WEIGHTED AVERAGE COST OF CAPITAL 7_90%l

References
Columns (A) Thru (D): Testimony, WAR





Rio Rico Utilities. inc
Docket No. WS-02676A.09-0257
Test Year Ended December 31. 2008

Water Division
Surrebuttal Schedule TJC-RM

Page 1 of 2

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
RUCO SURREBUTTAL RECOMMENDED REVENUE

TEST YEAR
DETERMIN'TS

ANN'ZED
ADJTM'TS

ADJUSTED
DETERMIN'TS

RECOMND'ED PROPOSED
REVENUES

TOTAL
REVENUESDESCRIPTION

RESIDENTIALCUSTOMERS
70.284 $ 9.43 $ 662.823 $ 662,823

Commodity Usage
First Tier - l9rs't 4.000 Gals
Second Tier - Next 6.000 Gals
Third Tier - Over 10.000 Gals

235.875
198.643
154.775

241 .679
202.658
156.423

$
2.02
2.53
2.88

$
$
$

487,092
512,996
449,751

$ 1,449,849

3/4
Commodity Usage

First Tier - First 6.000 Gals
Second Tier ̀ - Over 6.000 Gals

96 14.11 s

600 25.00 $ 14.998

13.651

s 14_998

Commodity Usage
First Ti inst 15.000 Gals
Second Tier - Over 15.000 Gals

$
$

17.933

1.5
Commodity Usage

Firs( Tier . First 20.000 Gals
Second Tier - Over 20.000 Gals

50.72 $ 4.869

2
Commodity Usage

First TIBI' - First 57.000 Gals
Second Tier - Over 57.000 Gals

78.93 $ 4.736
$
$

17 Total Residential Customers 69.558 71.136

18
19

Total Residential Usage 596.346
TOTAL RESIDENTIAL CUSTOMERS REVENUE

14.949 611.295

$ 2,165,998

COMMERCIAL CUSTOMERS
20 $

$

13.127 $ 13

23

Commodity Usage
First Tier - First4.000 Gals
Second Tier .. Next 6.000 Gals
Third Tier - Over 10.000 Gals 22.879

25.00 s 13.798
$
$

41
13.798

Commodity Usage
First Tier - First 15.000 Gals
Second Tier .. Over 15.000 Gals

11
14.615

26.534

27 50.72 $ 6.087
$
$

Commodity Usage
First Tier - First 20.000 Gals
Second Tier - Over 20.000 Gals

78.93 $ 33.152 $2
Commodity Usage

First Tier - First57.000 Gals
Second Tier - Over 57.000 Gals

13.880
49.732 2.88

33 154.07

$

$

142,993

22,186
$
$

178,129
22.1863

Commodity Usage
First Tier - First 57.000 Gats
Second Tier - Over 57.000 Gals 38.661

(959)
(3,403) 35.258 2.88 s

8
101,377

109.525



Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257
Test Year Ended December 31 . 2008

Water Division
Surrebuttal Schedule TJC-RD1

Page 2 of 2

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
RUCO SURREBUTTAL RECOMMENDED REVENUE

TEST YEAR
DETERMlN'TS

ANN'ZED
ADJTM'TS

ADJUSTED
DETERMIN'TS

RECOMND'ED PROPOSED
REVENUES

TOTAL
REVENUESDESCRIPTION

61 72 $ 253,61 $ 18,260 $ 18.2604
Commodity Usage

First Tier _ First 57.000 Gals
Second Tier - Over 57.000 Gals 14.765 17.570 50.518

5.635
$
$

59.859
469.58 $6

Commodity Usage
First Tier - First 125,000 Gals
Second Tier - Over 125,000 Gals 17.827

Total Commercial Customers
Total Commercial Usage8

9

156.651

TOTAL COMMERCIAL CUSTOMERS REVENUE $ 562,456

Multi-Family
1.019 $10

12
13

Commodity Usage
First Tier - First 4.000 Gals
Second Tier - Next 6.000 Gals
Third Tier - Over 10.000 Gals

50.72 $

15
Commodity Usage

First Tier - First 20.000 Gals
Second Tier - Over 20,000 Gals

17
18
19

Total Multi-Family Customers
Total Commercial Usage
TOTAL MULTI-FAMILY CUSTOMER REVENUE

20

22

PRIVATE FIRE PROTECTION CUSTOMERS
Fire Lines Up to 8

Commodity Usage
TOTAL PRNATE FIRE PROTECTION CUSTOMERS REVENUE

No Charge

23
24
25

COMPANY TOTAL PROPOSED REVENUEPER BILL DETERMINANTS
Other Revenue

COMPANY PROPOSED TOTAL REVENUES

$ 3,859,697

$ 3,904,369

26
27
28

RUCO TOTAL SURREBUTTAL RECOMMENDED REVENUE PER BILLDETERMINANTS
Other Revenue

TOTAL RUCO SURREBUTTAL RECOMMENDED REVENUE PER TJC-1

$
$
$

2,736,791

2,781,463





Rio Rico Utilities. Inc
Docket No. WS-02676A-09~0257
Test Year Ended December 31. 2008

Water Division
Surrebuttal Schedule TJC-RD2

Page 1 of 1

TYPICAL RESIDENTIAL BILL ANALYSIS

<p>

DESCRIPTION PRESENT COMPANY PROPOSED RUCO PROPOSED

$ 1 ,44D.B33
363.332

79.65%
20.09%
0.19%

s 3,067,443 $ 2,165,998
552.456

79.14%
20.55%

TOTAL REVENUES
RESIDENTIAL
COMMERCILL
MULTI-FAMILY
PRIVATE FIRE

TOTAL s 1 _80B_782 100.00% s 3,868,544

79.29%
20.45%
0.19%
0.07%

100.00% $ 2,736.791
0.13%

100.00%

ALLOCATION RATIOS
FD( REVENUE
VARIABLE REVENUE

TOTAL

$

s

532.651
1276.120
1 .BOB.782

29.45%
7 o5 5 %

100.00%

s

$

1.133.658
2.725.445
3.859.103

29.38%
70.62%

100.00%

s

s

808.288
1 _930_503
2.736.791

29.46%
70.54%

100.00%

RES. G-1 (5I8" X 3l4") RATE DESIGN PRESENT COMPANY PROPOSED RUCO PROPOSED

BASIC MONTHLY CHARGE
COMMODITY CHARGE

PRESENT PROPOSED
First Tier - First4.000 Gals First Tier - First4.000 Gals
Second Tier - Next 6,oo0 Gals. Second Tier - Nexls,0o0 Gals.

her - Over 10.000 Gals. Third Tar - Over 10.000 Gals.
5
s

1.7000
1.9000

s

s

2.9300
3.6800
4.1800

s
$ 2.5313

2.8753

RESIDENTIAL BILL COMPARISONS
COST OF WATER SERVICE AT
DIFFERENT LEVELS OF USAGE WITH
PERCENTAGE INCREASE IN BILL

m, OF AVERAGE
MONTH USAGE

OF8.548 Gal

GALLONS USED
AT VARIOUS

USAGE

PRESENT
MONTHLY

WATER COST

RUCO PROP'D
MONTHLY

WATER cosT

RUCO P RO P'D
MONTHLY
INCREASE

RUCO PROP'D
MONTHLY

% INCREASE

25.00% s

s

s

s

%
43.47%
45.45%
46.89%
47.90%

100.00%
150.00%
200.00% 17.098

12.68
19.94
27.77
35.89

$
s
s
s





Rio Rico Utilities. Inc
Docket No. WS~02676A-09~0257
Test Year Ended December 31. 2008

Wastewater Division
Surrebuttal Schedule TJC-RD1

Page 1 of 2

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
RUCO SURREBUTTAL PROPOSED REVENUE

TEST YEAR
DETERMlN'TS

ANN'ZED
ADJTM'TS

ADJUSTED
DETERMIN'TS

RECOMND'ED PROPOSED
REVENUES

TOTAL
REVENUESDESCRIPTION

RESIDENTIALCUSTOMERS
16 40.84 $ 933.676 $ 933,678

Commodity Usage
First Tier - First 7.000 Gals
Second Tier - Over7.000 Gals

46.57 $ 4.471 $
Commodity Usage

First Tier - First 7.000 Gals
Second Tier - Over 7.000 Gals

57.53 6,076 $
Commodity Usage

First Tier - First 7.000 Gals
SecondTier - Over7.000 Gals

1.5
Commodity Usage

First Tier - First 7.000Gals
Second Tier - Over 7.000 Gals

84.95 $

2
Commodity Usage

First Tier - First 7.000 Gals
Second Tier - Over 7.000 Gals

117.83 $

$

1,414 $

LB Total Residential Usage 23.062 15 23

17
18

Total Residential Usage
TOTAL RESIDENTIAL CUSTOMERS REVENUE $ 945,637

COMMERCIAL CUSTOMERS
19 40.84 $ 38,223 $ 38.223

Commodity Usage
First Tier - First 7.000 Gals
Second Tier - Over 7.000 Gals 24.145

24.145

57.53 $ 28,305 $

23
24

Commodity Usage
First Tier - First 1.000 Gals
Second Tier - Over 7.000 Gals 21

21.293
84.95 $ 7.135

$
$

Commodity Usage
First Tier - First7.000 Gals
Second Tier . Over 7.000 Gals (122)

117.83 $ 28.279 $ 28.2792
Commodity Usage

First Tier First 7.000 Gals
Second Tier - Over 7.000 Gals 24.496 24.674 4.14

$
$

102,085

3
Commodity Usage

First Tier - First 7.000 Gals
Second Tier - Over 7.000 Gals

205.27 $

$

102,085

2.463
$
$



Rio Rico Utilities. Inc
Docket No. WS~02676A-09-0257
Test Year Ended December 31. 2008

Wastewater Division
Surrebuttal Schedule TJC-RD1

Page 2 of 2

RATE DESIGN AND PROOF OF RECOMMENDED REVENUE
RUCO SURREBUTTAL PROPOSED REVENUE

ANN'ZED
ADJTM'TS

ADJUSTED
DETERMlN'TS

RECOMND'ED PROPOSED
REVENUES

TOTAL
REVENUESDESCRIPTION

TEST YEAR
DETERMlN'TS

0 304.25 $ 14,604

$

$ 14.6044
Commodity Usage

I9rst Tier - First 7.000 Gals
Second Tier - Over 7.000 Gals

336
16.015

0
90

336
16 66.633

66.633
578.17 $

$

6
Commodity Usage

First Tier - First 7.000 Gals
Second Tier = Over 7.000 Gals 31

72.532
7
8
9

Total Commercial Customers
Total Commercial Usage 70.390
TOTAL COMMERCIAL CUSTOMERS REVENUE 387.043

Multi-Family
10 40.84 $ 4,410 $

Commodity Usage
First *Her - First 7.000 Gals
Second Tier - Over 7.000 Gals

13

14

84.95 $
Commodity Usage

First Tier - First 7.000 Gals
Second Tier - Over 7.ooo Gals

16
17
18

Total Multi-Family Customers
Total Commercial Usage
TOTAL MULTI-FAMILY CUSTOMER REVENUE

(5.00)

23
24
25

COMPANYTOTAL PROPOSED REVENUE PERBILL DETERMINANTS
Other Revenue

COMPANY PROPOSED TOTAL REVENUES

$ 1,740,668

$ 1.740,918

26
27
28

RUCO TOTAL SURREBUTTAL RECOMMENDED REVENUE PER BILLDETERMINANTS
OtherRevenue

TOTALRUCO SURREBUTTAL RECOMMENDED REVENUE PER TJC-1

S 1,340,285

$ 1,340,535





Rio Rico Utilities. Inc
Docket No. WS-0267GA-09-0257
Test Year Ended December 31. 2008

Wastewater Division
Surrebuttal Schedule TJC-RD2

Page 1 of 1

TYPICAL RESIDENTIAL BILL ANALYSIS

(F)

DESCRIPTION PRESENT COMPANY PROPOSED RUCO PROPOSED

REVENUE ALLOCATION
RESIDENTIAL
COMMERCIAL
MULTI-FAMILY
UnreconciledDifference

TOTAL

s 1304,21
518.027
10.893

71 .Nov.
25.249

s 1241.618
493.162
10.370

71.15%
28.26%

945.637
387.043

70.55%
2&88%

0.57%
11.00%

100 .0D%s 1,834,231 100.00% $ 1.745.150 100.00% s 1340.285

ALLOCATION RATIOS
FIXED REVENUE
VARIABLE REVENUE
Unreconciled Diiierense

TOTAL

S 1 ,475,564 B0.45%
19.49%

s 1.414.966
345.878

80.36% s 1.077.014
233.270

80.36%

s 1,834,231 100.00% s 1 .7s0.s44 100.00% s 1 .340.285 100.00%

RESIDENTIAL 5/8" METER RATE DESIGN PRESENT COMPANY PROPOSED RUCO PROPOSED

BASIC MONTHLY CHARGE

COMMODITY CHARGE
(Commercial & MuN-Family Only

PRESENT PROPOSED
nm Tier . 0 Gals. To &7,000 Gals. First Tier . 0 Gals. To a 7,000 Gals.
Second Tler- Over1.000 Gals Second Tier- Over 1.000 Gals

s



EXHIBIT

SEWER COMPANIES IN ARIZONA
TOTAL LABOR I WAGE DOLl.ARS PER CUSTOMER ANALYSIS

COMPARISON OF ALSONQUON UTILITIES vvlTH OTHER ARIZONA WASTEWATER COMPANIES WITH SHARED SERWCES

Algonquin Wastswatef Services

Pm-Forma
Wases Expensed

AVGYBQG
Customer Court

Annual
Wage COSt

pa Customer
Wage Cost

Per Customs

1 Rio Rico Utllitiss. Inc Sewer s

Arizona American Water Company

As Average
Wage Cost

Per Customer
Wage Cost

Per Customerindividual Svstems

2 Sun City-Sewer 1.150.158

a Sun City Wes! - Sewer 2.097.680

4 Mohave Sewer

5 Average Labor and Wage Cost per Customer per Month for AZ-AM Sewer Oompanles

1. AS Faced by the Company irl Rebuttal in Docket No. WS-02576A-09-0257
2. As Originally Filed by the Company in Docket No. SW-01303A-09-0343 - 2008 Test Year
3. Water Infrastructure Finance Authority of Arizona (WIFA) zone Water and Wastewater Residertid Rate Survey fa the State of Ari mm
4. AS Originaly Filed by the Cvmparvy in Docket No. SW-01303A-08-0227 . 2007 Test Year

Note



SEWER COMPANIES IN ARIZONA
TOTAL LABOR I WAGE DOLLARS PER CUSTOMER ANALYSIS

COMPARISON OF ALGONQUIN UTILITIES WITH OTHER ARIZONA STAND-ALONE WASTEWATER COMPANIES VWTHOUT SHARED SERWCES

Algonquin Wastewater Services

Note
Pm-Forma

Wases Expensed
Average

Customer Court

Anrual
Wage Cost

Pa Customer
Wage Cost

Pa Customer

1 Rio Rico Utilities. Inc Sewer

Various Arizona Wastewater Companies

Av€f8Q8

Nae
Annual Report

W8!lss Elnerlsed
Annual Raven

Q Customer Count
Wage Cost

Per Customer
Wage Cost

Per Customer

2 Ago Improvement Co. - Sewer 5

3 Rio Verde Utilities. Inc. - Sewer 224.012 138.07

4 Far West Sewur 724.159

5 Average Labor and Wage Cos! per Customer per Month for Various Stand-Alone Arizona Sewer Compania

s Ave¢age Labs and Wage Cost par Customer each Month for All 6 Companies on Pages 1 &2

1, AS Filed by the Company iN Renuual in Dodiei No. WS-02676A-09-0257
5. As Filed by the Various Wastewater Companies in its 2008 Annual Report Filed with the Cammssian



WATER COMPANIES IN ARlZONA
TOTAL LABOR / WAGE DOLLARS PER cusTomER ANALYSIS

COMPARISON OF ALGONQUIN UTILITIES WITH OTHER ARIZONA WATER coupAnlEs WITH SHARED SERVICES

Algonquin Water Sewkzes

Note

Pro-Forma
Wa¢1€S EXO€DS9d

Pm-Forma

Customer Count

Annual
WageCost

Per Customer

Monthly
Wage Cost

Per Customer

Rlo Rloo Utilities. Inc Water

Arizona WaterCompany

Note
Pro-Forma

Wases Expensed
Pro~Forma

Customer Count

Annual
Wage Cost

Per Customer

Monthly
Wage Cost

Per Customer
Cost for

AZ WaterNo. Individual Svstems

1 Coolidge Water $ 619.942 $ 131.82 s

2 Lakeside Water 130.30

3 Sedona Water

4 Casa Grande 2.896.271 119.68

5 Winkelman 180.32

s Total Arizona Water Company
for All Awe 17 Water Systems 12_923_552

Arizona American Water Company

Pro-Forma

Customer Count

Annual
Wage Cost

Per Customer

Monthly
Wage Cost

Per Cuslomer
Cost for

Note
Pro-Foma

Wases Elmensed

7 Agua Fria Water $ 4.218.281 s 122.58 $

8 Havasu Water 371 .202

9 Mohave Water 1 .840.872 110.66

10 Sun City Water 2.734.992 118.19

11 Sun City West Water

12 Average Cast for the 5 AZ-AM Dis!n'cts listed Above

1_703_120 110.13

13 Average Cost per Month for All 10 Systems on Page 3

1. As Filed by the Company in Rebuttal in Docket No. WS-02678A-09-0257
2. As Originally Filed by the Company in Docket No. W-01445A-08-8440
3. As Originally Filed by the Company in Docket No. W-01303A-08-0227
4. As Originally Filed by the Company in Docket No. W-01303A-09-0343



WATER COMPANIES IN ARIZONA
TOTAL IABOR I WAGE DOLLARS PER cusTomER ANALYSIS

COMPARISON OF ALGONQUIN UTILITIES WITH OTHER ARIZONA WATER COMPANIES WI'l'H SHARED SERVICES

Algonquin Water Services

MQ
Pro-Forma

Wa¢1€$ Exp6ns6d
Pm-Forma

Customer Count

Annual
Wage Cost

Per Customer

Monthly
Wage COS(

Per Customer

Rlo Rloo Utllltles. Inc Water s 895.475 s 148.83

American States Water

N919 Customer Count

Annual
Wage Cost

Per Customer

Monthly
Wage Cost

Per Customer

12 Chapana! City Water Company

Wases Enaaensed

$ 1.506.886 s 113.02 s

13 Total Average Costs for Total AWC 17 systems, 5 AZ-AM distncls, and 1 Chaparral System that utlllza the Shared Services Concept

1. As Filed by the Company in Rsbutlal in Docket no. WS-02676A-09-0257
5. As Originally Filed by the Company in Docket Nu. W-02113A-07-0551



TOTAL LABOR I WAGE DOLLARS PER CUSTOMER ANALYSIS (continued)
COMPARISON OF ALGONQUIN UTILITIES WITH OTHER ARIZONA STANO-ALONE WATER coupAnlEs WITHOUT SHARED SERWCES

Algonquin Water Services

Note
Pro-Forma

Wases Elmensed
Pro-Forma

Customer Count

Annual
Wage Cost

Per Customer
Wage Cast

Per Customer

Rlo Rlco Utlllues. one Water s 895.475 s 148.83

Various Stand-none Waler Companies

Note
Annual Report

Wases Ennensed
Annual Report

Customer Count

Annual
Wage Cost

Per Customer
Wage Cost

Per Customer
Cost for

Various Co
NO. Individual Swtems

1 Rio Verde Utilities. Inc.. Water s 239.802 s 142.06 $

2 Bermuda Water Company 810.371 105.63

3 Logo Del Ore Water Company 242.391

4 Average Cost per Month for the 3 Systems listed Above

5 Average for pages 3, 4, and 5

1. As Filed by the Company in Rebuttal in Docket No. ws-02s1eA094>?57

2. As Filed by the Company in its 2008 Annual Report Filed with the Commission
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DOCKET NO. W-02234A-07-0557

DECISION NO. 7 1 4 1 4

IN THE MATTER OF THE APPLICATION OF
H20. INC. FOR A DETERMINATION OF TI-[E
CURRENT FAIR VALUE OF ITS UTILITY
PROPERTY AND FOR AN INCREASE IN ITS
WATER RATES AND CHARGES FOR UTILITY
SERVICE OPINION AND ORDER

10

DATES OF HEARING March 9, 2009 (Public Comment); May 1, 2009 (Pre
Hearing Conference); and May 4, 2009 (Evidentiary
Hearing)

PLACE OF HEARING

ADMINISTRATWE LAW JUDGE

APPEARANCES

Phoenix. Arizona

Dwight D. Nodes

Mr. Richard L. Sallquist, SALLQUIST, DRUMMOND
& O'CONNOR. P.C.. on behalf ofH20, Inc., and

Mr. Charles Hans, Staff Attorney, Legal Division, on
behalf of the Utilit ies Division of the Arizona
Corporation Commission

18 BY THE COMMISSION

Procedural Historv

20 On October 1, 2007, H20, Inc. ("H20" or "Compan3t') filed with the Arizona Corporation

21 Commission ("Conlmission") an application for a determination of the current fair value of its utility

22 property and for an increase in its rates and charges for water utility service provided to customers in

23 the Company's certificated service area in parts of Maricopa and Pinal counties, Arizona. As part of

24 its application, H20 Filed supporting schedules and the Direct Testimony of its witness Thomas

25 Bourassa

26 On November 2, 2007, the Commission's Utilities Division Staff ("Staff") filed a Letter of

27 Insufficiency stating that the application did not meet the sufficiency requirements outlined in

28 Arizona Administrative Code ("A.A.C.") R14-2-103

:Idamln¢lu.»a+»rlnw1are/f\'!(K(7n8n



DOCKET no. W-02234A~07-0557

1

2

authorized), based on a FVRB o f negative $363,842 and using a 10 percent operating margin

approach to achieve the revenue requirement. (Ex. S-4, Sched. BCA-1 .)

A summary of the parties' final revenue requirement positions follows

Company Proposed Staff Proposed

$(363,8-42)
10% op. Mar

$1,995,695
11.46%

228.614
(82,508)
1.6259

(134,153)

(96,269)
1.6614

(159,937)

10 $1,995,695
11.46%

$(363,842)
10% op. Mar

13

14 Three primary issues remain in dispute between H20 and Staff The first, and most

15 contentious, is whether unexpended hook-up fees and developer advances should be treated as

16 contributions in aid of construction ("CIAC") and advances in aid of construction ("AI.AC")

17 respectively, for purposes of reducing H20's authorized rate base. The second issue is whether the

18 Company's current off-site capacity reservation charge tariff should be eliminated. The f inal

19 disputed issue is the appropriate allocation of annual revenue between the monthly minimum charge

20 and commodity charges. Each of these issues is discussed below

21 Treatment of Contributions and Advance_es

22 During the last 20 years, H20 was authorized to collect hook~up fees that were to be used to

23 constrLlct plant needed to serve its growing service area In Decision No. 56486 (May 17, 1989), the

Company was permitted to collect a Facilities Construction Charge ("FCC") that was limited to 280

25 residential units and no more than $120,000. The FCC was superseded by an Off-Site Capacity

26 Reservation Charge ("CRC") in Decision No. 63259 (December 14, 2000) that eliminated the

27 restriction on number of customers imposed by the FCA. In Decision No. 63259, the Commission

5 ORIGINAL COST
Adjusted RateBase
Rate of Return
Req'd Operating Inc
Operating ms. Excess

8 Rev, Colver. Factor
Gross Rev. Decrease

9

FAIR VALUE
Adjusted Rate Base
Rate of Return
Req'd Operating Inc

12 Operating Inc. Excess
Rev. Convey. Factor
Gross Rev. Decrease

(82,508)
1,6259

(134,153)

(96,269)
1.6614

(159,937)

DECISION NO 71414
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1 indicated that the CRC was intended to collect hook-up fees sufficient to fiend an off-site water plant

2 as well as the cost of upgrading adjacent transmission mains

There is no disagreement between the Company and Staff regarding the amount of plant-in

4 service of 312,996,414 and test year accumulated depreciation of $1,497,950. (Ex. A-3, Sched. B-2

5  a t 5.) However, the parties remain at odds over the appropriate rate base treatment of $2,859,339 of

6 unexpended CIAC and AIAC, and currently funded construction work in progress ("CW1P"). At the

7 end of the 2006 test year, H20 had collected approximately $8.6 million of CIAC through hook-up

8 fees (after removing accumulated amortization) and more than $3 million in AMC from developer

9 advances

10 According to H20, a mismatch would be created if the Commission were to adopt Staff's

l l recommendation to deduct CIAC and AIAC firm the Company's rate base because there is no

12 corresponding plant-in-service amount to "match" the contributions and advances received by H20

13 The Company claims that it has approximately $2.7 million in unexpended fluids that are being held

14 to construct tincture plant for future customers

15 Company witness Bourassa testified that H20's proposed treatment of the unexpended CIAC

16

17

19

20

24
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1 In Appendix B, Schedule B-1, to Commission rule R14-2.-103, CIAC and AIAC are shown as

2 deductions to rate base in the calculation of OCRB (Ex. S-5, attached hereto as Attachment 1) and

3 accordingly, Staff witness Aladi testified that the mle requires the treatment proposed by Staff (Tr

4 147-148.) H20 argues that, contrary to Staffs interpretation, the rule does not address the larger

5 ratemaking "matching" concept. Further, according to the Company, Staflf"s reliance on the rule as a

6 ref lection of Commission "policy" represents an over-simplif ication that would achieve an

7 inequitable result harmful to I-I20's long-term viability

Two recent Commission Decisions addressed the treatment of unexpended advances In both

9 cases, the utility companies argued that it is unfair to exclude advances from rate base if the plant

10 associated with those advances is not yet in service and not included in rate base, and that such

11 treatment would discourage companies from seeking advances to offset infrastructure capital costs

12 The Cormnission rejected the companies' arguments in those cases, citing to the Commission's rule

13 discussed above (Attachment 1 hereto), as well as the long-standing Commission policy of excluding

14 advances and contributions from rate base. (Id.)

15 The Company argues that the facts in the UNS cases differ from those presented in the instant

16 case. The alleged distinctions include: (1) no CWIP is being requested by H20 unlike the UNS Gas

17 and UNS Electric cases; (2) the disputed amount of rate base is significantly greater in this case; (3)

18 H20 is much smaller than UNS Gas and UNS Electric and H20 is heavily dependent on developer

19 contributions to fund growth; and (4) H20 did not have the ability to choose its test year, unlike the

20 scenario presented in the UNS Gas and UNS Electric cases, because H20 was ordered to tile based

21 on a 2006 test year. H 2 0 argues that, due to these factual differences, the conclusions reached in

22 Decision Nos. 70011 and 70360 have little, if any, precedential value for die determination in this

23 case

The Company's attempt to distinguish the prior cases is not persuasive. First, although the

25 companies in those cases sought inclusion of CWIP (which requests were rejected), both UNS Gas

26 and UNS Electric also submitted as back-up, stand-alone proposals that, absent the inclusion of

27

UNS Gas, Inc., Decision No. 70011 (November 27, 2007), at 8-10; UNS Electric, Inc., Decision No. 70360 (May 27
28 2o08), at 10-11

DECISION no. 71414
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1

2

3

CWIP or post-test-year plant in rate base, the Commission should decline to deduct advances from

rate base. As noted above, we rejected those arguments based on the Commission's rules, as well as

consistency with the treatment afforded other utilities historically

The next alleged distinction between the UNS cases and the facts presented herein is I-I20's

claim that the CWIP and!or post-test-year plant requests represented a small fraction of the UNS

companies' rate base compared to 1-120. H20 does not set forth the point at which the magnitude of

contributions and advances should give rise to a11 exemption Bam the Commission's rules, other than

to suggest that perhaps the Commission should low it when it sees it

Similarly, the third difference cited by H20 is the argument that the UNS companies are

10 larger and better capitalized compared to H20's reliance on developer contributions to meet growth

l l infrastructure needs. H20 adds that the UNS companies received rate increases in the prior cases

12 whereas ratepayers will receive a rate decrease as a result of this case under either the Staff or

13 Company proposals. It is curious that H20 cites to its reliance on developer funding as a basis for

14 seeldng what amounts to a waiver of the Commission's rule governing treatment of AIAC and CIAC

15 since it was H20's unilateral decision dirt resulted in a capital structure consisting almost entirely of

16 contributions and advances, The failure by H20's owners to inject sufficient equity, combined with

17 the Company's continued collection of hook-up fees (see discussion of hook-up fees below), has

18 resulted in a situation in which H20 currently has a negative rate base. Although Mr. Bourassa

19 attempted to dismiss H20's reliance on contributed capital as a "timing problem," he conceded that

20 such reliance could be detrimental to the Company and its customers in the long-term because, once

21 growth ceases (and by extension the CIAC and AIAC associated with growth), the Company would

22 be left with an inability to cam a return on rate base and would therefore be unable to mace necessary

23 repairs and improvements. (Tr. at 53-55.)

24 The final distinction offered by the Company is that the UNS companies were able to choose

25 their test years whereas H20 was ordered to tile a rate case using a 2006 or later test year. It is ironic

26 that H20 raises the voluntary nature of the test year in support of its position given that the reason the

2'7 Company was ordered to file a rate case with a given test year is that it bas not filed a rate case since

28 1994 and therefore has not undergone an analysis and audit of its rates and operations during that

5

6

7

8

n12 f"TQTf°yl\T `!\Tf`\ 71414
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1

2.

3

4

time. Given that both the Company and Staff recommend a rate reduction in this case, there is a

strong possibility that H20 has been over-earning for a number of years and reinforces the conclusion

that the Commission's rate filing requirement in Decision No. 69413 was necessary to determine the

extent of such over-earning

Nor are we persuaded by H20's contention that Staffs negative rate base recomniendaiticn is

6 punitive to the Company. H20 argues that adoption of Staffs proposal would make it more difficult

for the Company to attract potential buyers that are well capitalized and could move the Company

towards a more balanced capital structure. In effect, acceptance of H20's position would confer

special treatment that falls outside of the Commission's rules and would reward the Company for its

10 failure to undertake any signif icant equity investment. For these reasons we f ind Staf fs

recommendation for a negative $363,842 rate base is reasonable and should be adopted as the

Company's FVRB in this proceeding

Elimination of Hook-Up FeeTariff

7

8

9

At the end of the test year, H20's capita] structure consisted of approximately $12.34 million

of customer-supplied funds ($9.27 million CIAC and $3.07 million AIAC) and only $820,000 in debt

16 or equity. The vast majority of these funds were collected through H20's CRC tariff. According to

17 the Company, the significant amount of contributions collected under the CRC and advances received

18 pursuant to main extension agreements has enabled the Company to fund growth with zero-cost

19 capital, allowing H2 0 to keep rates low for all customers by requiring growth to pay for growth

20 H20 contends that Staffs recormnendation to discontinue the CRC tariff would be devastating to the

11

12

13

14

15

21

22

Company because it does not have the ability to access capital from a corporate parent or through the

capital markets

Even Company witness Bourassa agreed that the financing model currently being used by

24 H20 is not sustainable in the long-tenu and that it may be appropriate at some point for the

23

25

26

28

H20 also opposes refundof any portion of the $2.7 million unexpended CIAC, as was suggested as a possibility at the
heiring. In a prior case involving Black Mountain Sewer Company (Decision No. 69164, December 5, 2006), the
Commission ordered Black Mountain to refund more Iliad $800,000 in unexpended CIAC. H20 argues that the facts in
that case are distinguishable because, unlike the instant case involving H20, Staff had suggested that some of contributed
funds were misspent by Black Mountain, Black Mountain's parent company is well capitalized, and Black Mountain
ultimately agreed to the customer remind. (Id. at 28.)

DECISION NO
71414
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2

3

4

5

IT IS FURTHER ORDERED that, airer review of the Company's filing, Staff shall present

for the Commission's consideration an Order that addresses the Company's plan, including a

discussion of any additional Staifrecommendations

IT IS FURTHER ORDERED that this Decision shall become effective immediately

BY ORDER OF THE ARIZONA CORPORATION COMMISSION

24 1
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14

13 ' undocumented plant costs in this case does not prevent the Company from submitting proper

10 i veriHcd.

4

5

8 i the estimated unsupported costs.

6

7

3

1

this case,

Companyls requested rates are,, based on known and measurable costs

documentation evidencing

disallcwwance would

"providing service," and no party

be included in rate base,

the parties for audit. The Company claims that plant which lacks supporting documentation should

invoices available

application despite the fact that it could make no supporting documentation for the plant available to

additions the; Staff could not verify

The Company included all the plant discussed above in its plant in service balances in its

They are not known and measurable costs. It is the Company, and not the other parries in, f

who bears the burden of demonstrating that plant

for audit

be inappropriate.

simply because the Company has engineering estimates for it,

the actual costs

when the

We strongly disagree.

has demonstrated that it is not

IUO

rate

The

paid

case

Company contends

for the

was med,

plant

DOCKET NO..W-01303A-08-0227 ET AL

Because the Company could not make

the requested

is used ad useful,

used and useful, and 'that its

plant costs could not

The exclusion of

and

The plant is

that time i

15 Staffs proposed adjustments are reasonable and will be adopted

16 AIAC and CIAC in CWIP

[`he Company contends that Advances in Aid of Construction ("AIAC") and CIAC associated |

8 I with CW1P and not vet in rate base should not be deducted from rate base, because there is no

19 offsetting plant in rate base The balances in dispute total $3,942,844 in CIAC and $312,175 in I

AIAC The Company states that when the plant moves into Utility Plant in Service, then it is

1 I appropriate to deduct the associated AIAC and CIAC when calculating rate base, but contends 11131 it

is improper to do so before that time Staff states that the CIAC and AIAC funds that the

23 1 Company asserts are in CWIP should be reflected in the CIAC and AIAC balances used to calculate
v

Company Brief at 32, citing Rebuttal Testimony of Company witness Linda .i. Gutowski (E
Company Brief at 33; Rejoinder Testimony of Company witness Linda J. Gutowski (Exp. A
Id at 7. By district, the disputed amounts are as follows for CIAC: Agua Fria Water_ S

$l0.845; Mohave Water, $94.452; Paradise Valley Water. s322.5882 Sun Cid West We
Wastewater, $65,395. The AIAC amounts in dispute are as follow Mohave We
$202.66

Rejoinder 'Testimony of` Company witness Linda J. Gut

12

D?-llQIE8i; E

be
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and properly reflect a reduction lo rate base, regardless of the fbrrn of the CIAC or AIAC or how it is

2 used.' nu Staff argues that reducing rate base by CIAC and AIAC preserves the ratemaking balance

'v
J and removes the possibility of the Company eating an excess RUCO and Staff contend that it is

4 the Compaq)/'s choice whether to accept plant or funds from developers, and that if the Company

5 chooses to accept plant, then the Company is not expending funds for the plant and thus has funds for

6 other uses The Company disagrees, arguing that the fact that developers build and contribute I

7.- plant does not make any funds available to the Company to build other components of plant

8 RUCO and Staff both argue that regardless of how the Company accepts AIAC or CIAC, whether in

9 . plant or in funds, the ratemaking treatment should not change. Staff and RICO assert that the
I sq

10 Company's positionI

! .
is contrary to traditional raternaking practices and contrary to the National

i 1 I Associulicm of Regulatory Qommissioners ("NARUC") def inition of  CIAC which does not

distinguish between CIAC assiiavcd with CWIP and CIAC associated with plant in service

The Company argues that the Commission has accepted adjustments excluding CWIP-related

14 I ClAC in the past,' l°  but in a case cited by the Company, the issue was not contested or discussed. As

15 r Staff states, the issue of customer-supplied advances associated with CWIP was raised most recently

16 in Docket No. G-04204A-06-0-63 et al.. and was discussed in Decision No. 70011 in that docket

17 I We agree with RUCO and Staff that the Company's choice whether to accept plant or funds from 1

18 developers is irrelevant, and does not change the nature of AIAC or CIAC. The evidence in this case

19

20 HU

2 l

22

Dos~;e€ N
27

Surrebuttal Testimony of Staff witness Gerald Becker (Exh. S-8) at 10
Staff Brief oz I I
RUCO Reply Brief at 4-5, Staff Brief at ll
Company Brief Ar 33
Staff Brief at I l, RUCO Reply Brief at 4-5
RUCO Reply Brief at 4, Staflf' Brief at l l, citing to the NARUC Uniform System oflAccounts as follows

Contributions in Aid of Construction
i`his account shall include

Any amount or item of money, services or property received by a utile
from any person or governmental agency, any portion of whip is provloea
cost to the utility, which represents an addition or transfer to the capital
utility and which is utilized to offset the acquisition, imp ro am
utility's property, facilities or equipment used to orovio
public

company Brief at 34. citing Decision No. 68302 (November i
Testimony. of Qompany witness Linda .l. Gutowski (Exp
that docket

See Decision No. 700i l oz 8-10

`i"\IE{"*TUT 1410
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1 does not persuade us to depart from the traditional ratcmaking treatment of deducting AIAC and

2 CIAC from rate base. The adjustments recommended by RUCO and Staff will be adopted

Arsenic Treatment Facilities (Agua Fria, Havasu, and Sun City West Water
districts)

l`o meet the new federal arsenic standard, the Company constructed and installed arsenic

treatment facilities in its Agua Fria Water, Havasu Water, Paradise Valley Water, and Sun City West

Water districts. I 16 Staff is recommending that a potion of the costs of the arsenic treatment facilities

installed by the Company in its Agua Fria Water, Havasu Water, and Sun City West Water districts

be disallowed from plant in service due to overcapacity

Based on the analysis of Sta1lt-s Engineering witness, tr the Agua Fria Arsenic Treatment

Plant No. 5, Staff recommends disallowance of $126,852 of the Company's cost of the facility

(Staf1"s estimated cost difference between three ll foot diameter vessels and the 't`oL1r i I foot

diameter vessels installed by the Company), for Havasu Arsenic Treatment Plant, Staff recommends

disallowance of $34,266 of the Company's $286,960 cost of the facility (Staffs estimated cost Q

difference between two l 1 foot diameter vessels and the two 14 foot diameter vessels installed by the

Company), and for Sun City West Arsenic Treatment Plant.No. 2, Staff recommends disallowance of

$92,080 of the Company's $575,380 cost of the facility (Staffs estimated difference between four ll

foot diameter vessels and the four 12 foot diameter vessels installed by the Company)

The Company contends that Staffs claims concerning the overcapacity of the installed

arsenic treatment vessels are without merit The Company's witness Joseph E. Gross testified that

the Company designed its iron-oxide based arsenic treatment systems to operate in series mode

instead of a parallel configuration, which allows for greater maximum flow rates and reduced empty

bed minimum contact time For a~system operating in parallel conilguration, which Staff used

its analysis of the facilities, the literature recommends minimum empty bed con Luna..

than Hve minutes and maximum flow rates of not greater than Ive gallons 1 v"1 1*.€2= r"\114" " Qs";;>
J » i l l ; . . 4 L u ;..` : C l ;.l»,.i n.

4. 2fJ05E: Deczsiorz No. 68858

HaMs

9 'mo

zTV

See Decision No. 68310 (November
Surreburtal Testimony of Staff of
Company Brief al 3

Ex
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[T IS FURTHER ()lu.)ERF.D that Arizona-American shall submit within 120 do

effective date of this Decision at least ten Best Management Practices (as outlined in ADWR's

8 Modified Non-Per Capita Conservation Program in each cf the water systems that are the subject of

4 this rate case to Docket Control for Commission approval. The Company may request cost recovery

of actual costs associated with theBMPs implemented

IT IS FURTHER ORDERED that dlis Decision shall become effective immediately

BY ORDER OF THE ARIZONA CORPORATION COMMISSION

CHAIRMAN C()MT'»'I1 s al ON

1391 ONER COMMISSIONER CWMNINSIO \\"I{

LN WITNFSS WHEREOF. 1. FILNFST G.
Executive Director of the Arizona Corporation
have hereunto set my hand and caused the ofiic
Commission to be affixed at the Capitol. in the C
this 311 day of Q-4_~m,¢;»»* 2009

.l()HnsoI`
Comm.issiun

tal seal of the |
it Q f. Phoenix

1 9 1

ERNEST G. JOHNSON
EXEC UTIVE DIRECTOR

i DISSEN

685

DISSENI
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RIO RICO UTILITIES, INC

DOCKET no. WS-02676A-09-0257
RESPONSE TO STAFF'S THIRD SET OF DATA REQUESTS

October 2. 2009

Response provided by

Title

Gerald Tremblay

Director of Finance

Company Name

Address

Algonquin Power Income Fund

2845 Bristol Circle
Oakville. Ontario Canada L6H7H7

Company Response Number: GB 3.4

WATER

Please provide schedules of the Company's AIAC and CIAC starting with the
amounts approved in the last rate ease

RESPONSE: Please see the attached files

Q.

2239916.1



RIO RICO UTILITIES, INC
DOCKET no. WS-02676A-09-0257

RESPONSE TO STAFF'S THIRD SET OF DATA REQUESTS

October 2. 2009

Response provided by

Title

Gerald Tremblay

Director of Finance

Company Name

Address

Algonquin Power Income Fund

2845 Bristol Circle
Oakville. Ontario Canada L6H7H7

Company Response Number: GB 3.12

WASTEWATER

Please provide schedules of the Company's AIAC and CIAC starting with the
amounts approved in the last rate case

RESPONSE: Please see the attached files

Q.

2239916.1
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1 INTRODUCTION

Please state your name, occupation, and business address

My Name is William A. Rigsby. l am a Public: Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 W

Washington, Suite 220, Phoenix, Arizona 85007

Please describe your qualifications in the field of utilities regulation and

your educational background

l have been involved with utilities regulation in Arizona since 1994. During

that period of time l have worked as a utilities rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO

l hold a Bachelor of Science degree in the field of finance from Arizona

State University and a Master of Business Administration degree, with an

emphasis in accounting, from the University of Phoenix. I have been

awarded the professional designation, Certified Rate of Return Analyst

("CRRA") by the Society of Utility and Regulatory Financial Analysts

("SURFA"). The CRRA designation is awarded based upon experience

and the successful completion of a written examination. Appendix I, which

is attached to my direct testimony on operating income further describes

my educational background and also includes a list of the rate cases and

regulatory matters that l have been involved with
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1 What is the purpose of your testimony

The purpose of my testimony is to present recommendations that are

based on my analysis of Rio Rico Uti l i t ies, Inc. 's ("RRUI" or the

Company") application for a permanent rate increase ("Application)

RRUI filed the Application with the Arizona Corporation Commission

("ACC" or "Commission") on May 21, 2009. The Company has chosen the

operating period ended December 31, 2008 for the test year ("Test Year"')

in this proceeding

10 Briefly describe RRU I

RRUI' is a wholly owned subsidiary of Algonquin Water Resources of

America, which is a wholly owned subsidiary of the Algonquin Power

Income Fund ("Algonquin Fund" or "Parent"), a mutual fund, or trust, which

is listed on the Toronto Stock Exchange (ticker symbol APF.UN). Rio Rico

Utilities, Inc., provides service to the community of Rio Rico in Santa Cruz

County. The Company's service area is located just north of Nogales on

the border between Arizona and Mexico. In addition to RRUI. the

Algonquin Fund also owns and operates six other ACC regulated utilities

Black Mountain Sewer Corporation, which serves Carefree and the

Q.

Q.

Based on documents provided by the Company during the recent Litchfield Park Service
Company proceeding, RRUl officially changed its name to Liberty Water on April 27, 2009
According to the Company response to ACC Staff's data request JMM 7.3, dated October 23
2009 in the prior proceeding, the name change was actually the registration of Litchfield Park
Service Company db Liberty Water. The holding company for RRUI, Algonquin Water
Resources of America, Inc., did actually change its name to Liberty Water Co. There was no sale
of stock or assets involved. In order to maintain consistency with the Company's Application
RUCO will continue to refer to the Company as RRUl and its holding company and parent under
the Algonquin moniker
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Boulders Resort community located north of Scottsdale, Gold Canyon

Sewer Company, located east of Apache Junction, Litchfield Park

Services Company, situated on the west side of the Phoenix metropolitan

area, Bella Vista Water Company, Northern Sunrise Water Company and

Southern Sunrise Water Company located in or near Sierra Vista. The

Algonquin Fund also owns Algonquin Water Services, which directly

oversees the daily operations of the aforementioned Arizona public

service companies

10 Briefly explain what is a mutual fund?

A mutual fund is a type of investment vehicle that generally provides

investors with the opportunity to place their funds into a professionally

managed portfolio of financial instruments such as stocks or bonds. In the

case of a stock mutual fund, the fund's manager will buy and sell on the

basis of how well a stock meets the fund's investment criteria, such as

Q.

providing a specific level of dividend income and/or achieving projected

levels of capital appreciation. Unlike the price of a stock or bond, the

value of a mutual fund is expressed as its net asset value ("NAV"). Fund

managers generally realize a profit from management fees, which are

normally collected as a fixed percentage, typically between 0.5 percent

and 2.00 percent a year, of the fund's nAy. Management fees are

normally deducted from shareholders assets on an annual basis. Closed

ended funds have a fixed number of shares that are bought and sold on
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securities exchanges in the same manner as individual stocks and bonds

Open-ended funds, on the other hand, offer new shares and redeem

existing shares on a continual basis

How is the Algonquin Fund structured?

The Algonquin Fund is an open-ended fund with an investment portfolio

comprised of utilities involved in the production of electricity and the

provision of water and wastewater services. These individual utilities

make up the Algonquin Fund's Hydroelectric, Cogeneration, Alternative

Fuels and Infrastructure Divisions. Instead of a collection of stocks or

bonds, the fund is comprised of utilities that are bought, held and sold in

the hope of achieving desired returns on investment. In this respect, the

Algonquin fund is no different than a utility holding company whose shares

are publicly traded in the financial markets. Shares of the funds are

referred to as units and shareholders are referred to as unitholders. As I

explained above, the Algonquin Fund's managers derive their income from

management fees

Is this form of ownership common for utilities operating in Arizona?

No, most investor owned utilities operating in Arizona are either closely

held corporate entities, are owned by a utility holding company or, as in

the case of many water and wastewater utilities, are owned by a firm that

is engaged in land development
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Please explain your role in RUCO's analysis of RRUl's Application

I reviewed RRUl's Application and performed a cost of capital analysis to

determine a fair rate of return on the Company's invested capital. In

addition to my recommended hypothetical capital structure, my direct

testimony will present my recommended costs of common equity (RRUI

has no preferred stock) and my recommended cost of hypothetical debt

The recommendations contained in this testimony are based on

information obtained from Company responses to data requests, the

Company's Application and from market-based research that l conducted

during my analysis

Were you also responsible for conducting an analysis on the Company's

proposed revenue level, rate base and rate design?

No. Those aspects of the case will be addressed in the direct testimony of

RUCO witness Timothy J. Coley

What areas will you address in your testimony

I will address the cost of capital issues associated with the case

Please identify the exhibits that you are sponsoring

I am sponsoring Schedules WAR-1 through WAR-9
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1 SUMMARY OF TESTIMONY AND RECCMMENDATIONS

Briefly summarize how your cost of capital testimony is organized

My cost of capital testimony is organized into six sections. First, the

introduction I have just presented and second, a summary of my testimony

that I am about to give. Third, I will present the findings of my cost of

equity capital analysis, which utilized both the discounted cash flow

("DCF") method, and the capital asset pricing model ("CAPM"). These are

the two methods that RUCO and ACC Staff have consistently used for

calculating the cost of equity capital in rate case proceedings in the past

and are the methodologies that the ACC has given the most weight to in

setting allowed rates of returns for utilities that operate in the Arizona

jurisdiction. In this third section l will also provide a brief overview of the

current economic climate within which RRUI is operating. Fourth, l will

discuss my recommended capital structure, my recommended cost of

long-term debt and my recommended weighted average cost of capital

Sixth, I will comment on RRUI's cost of capital testimony. Schedules

WAR-1 through WAR-9 will provide support for my cost of capital analysis

Please summarize the recommendations and adjustments that you will

address in your testimony

Based on the results of my analysis of RRUI, I am making the following

recommendations
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Cost of Equity Capital - I am recommending a 9.00 percent cost of equity

capital. This 9.00 percent figure is based on the results that I obtained in

my cost of equity analysis, which employed both the DCF and CAPM

methodologies. My 9.00 percent cost of equity capital is 340 basis points

lower than the 12.40 percent cost of equity capital being proposed by the

Company

I am recommending that the Company-proposed

capital structure, which is comprised of approximately 100 percent

Capital Structure

common equity be rejected by the ACC and that my recommended

hypothetical capital structure, which is comprised of 60 percent common

equity and 40 percent debt, be adopted by the Commission

Cost of Debt I am recommending that the Commission adopt a

hypothetical cost of debt of 6.26 percent, which is the average weighted

cost of debt of eight publicly traded water companies that are followed by

securities analysts with The Value Line Investment Survey

Weighted Average Cost of Capital Based on the resul ts of  my

recommended hypothetical capital structure, I am recommending a 7.90

percent cost of capital for RRUI, which is the weighted cost of my

recommended costs of common equity and hypothetical debt. My

recommended weighted average cost of capital is 450 basis points lower
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than the 12.40 percent weighted average cost of capital being proposed

by the Company

4

5

6

Why do you believe that your recommended 7.90 percent weighted

average cost of capital is an appropriate rate of return for RRUI to earn on

its invested capital?

The 7.90 percent weighted average cost of capital figure that I am

recommending meets the criteria established in the landmark Supreme

Court cases of Bluefield Water Works & Improvement Co. v. Public

Service Commission of West Virginia (262 U.S. 679, 1923) and Federal

Power Commission v. Hope Natural Gas Company (320 U.S. 391, 1944)

Simply stated, these two cases affirmed that a public uti l i ty that is

efficiently and economically managed is entitled to a return on investment

that instills confidence in its financial soundness, allows the utility to attract

capital, and also allows the utility to perform its duty to provide service to

ratepayers. The rate of return adopted for the utility should also be

comparable to a return that investors would expect to receive from

investments with similar risk

Q.

The Hope decision allows for the rate of return to cover both the operating

expenses and the "capital costs of the business" which includes interest

on debt and dividend payment to shareholders. This is predicated on the

belief that, in the long run, a company that cannot meet its debt obligations



Direct Testimony of William A. Rigsby
Rio Rico Utilities. inc
Docket No. WS-02676A-09-0257

and provide its shareholders with an adequate rate of return will not

continue to supply adequate public utility service to ratepayers

Do theBluefieldandHopedecisions indicate that a rate of return sufficient

to cover all operating and capital costs is guaranteed?

No. Neither case guarantees a rate of return on utility investment. What

the Bluefield and HoDe decisions do allow, is for a utility to be provided

with the opportunity to earn a reasonable rate of return on its investment

That is to say that a utility, such as RRUI, is provided with the opportunity

to earn an appropriate rate of return if the Company's management

exercises good judgment and manages its assets and resources in a

manner that is both prudent and economically efficient

14 COST OF EQUITY CAPITAL

15 Q. What is your final recommended cost of equity capital for RRUI?

I am recommending a cost of equity of 9.00 percent. My recommended

9.00 percent cost of equity figure falls on the high end of a range of

estimates obtained from my DCF and CAPM analyses, which utilized both

a sample of publicly traded water providers and a sample of publicly

traded natural gas local distribution companies ("LDC"). A summary of the

results of my analysis is exhibited on page 3 of my Schedule WAR-1
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1 Discounted Cash Flow (DCF) Method

Please explain the DCF method that you used to estimate RRUl's cost of

equity capital

The DCF method employs a stock valuation model known as the constant

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e

the Gordon model), the professor of finance who was responsible for its

development. Simply stated, the DCF model is based on the premise that

the current price of a given share of common stock is determined by the

present value of all of the future cash flows that will be generated by that

share of common stock. The rate that is used to discount these cash

flows back to their present value is often referred to as the investor's cost

of capital (i.e. the cost at which an investor is willing to forego other

investments in favor of the one that he or she has chosen)

Another way of looking at the investor's cost of capital is to consider it from

the standpoint of a company that is offering its shares of stock to the

investing public. In order to raise capital, through the sale of common

stock, a company must provide a required rate of return on its stock that

will attract investors to commit funds to that particular investment. in this

respect, the terms "cost of capital" and "investor's required return" are one

in the same. For common stock, this required return is a function of the

dividend that is paid on the stock.. The investor's required rate of return

can be expressed as the percentage of the dividend that is paid on the

10
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stock (dividend yield) plus an expected rate of future dividend growth

This is illustrated in mathematical terms by the following formula

D
k

where: k = the required return (cost of equity, equity capitalization rate)

the dividend yield of a given share of stock calculated

by dividing the expected dividend by the current market

price of the given share of stock, and

g = the expected rate of future dividend growth

This formula is the basis for the standard growth valuation model that I

used to determine RRUl's cost of equity capital

In determining the rate of future dividend growth for RRUI, what

assumptions did you make?

There are two primary assumptions regarding dividend growth that must

be made when using the DCF method. First, dividends will grow by a

constant rate into perpetuity, and second, the dividend payout ratio will

remain at a constant rate. Both of these assumptions are predicated on

the traditional DCF model's basic underlying assumption that a company's

earnings, dividends, book value and share growth all increase at the same

constant rate of growth into infinity. Given these assumptions, if the

11
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dividend payout ratio remains constant, so does the earnings retention

ratio (the percentage of earnings that are retained by the company as

opposed to being paid out in dividends). This being the case, a

company's dividend growth can be measured by multiplying its retention

ratio (1 - dividend payout ratio) by its book return on equity. This can be

stated as g = b x r

Would you please provide an example that will illustrate the relationship

g that earnings, the dividend payout ratio and book value have with dividend

10 growth?

RUCO consultant Stephen Hill illustrated this relationship in a Citizens

Utilities Company 1993 rate case by using a hypothetical utility

Year 2

$10.40

Table I

Year 3

$10.82

Year 4

$11 .25

Growth

4.00%

Year 1

$10.00

10%

$1 .00 $1 .082 $1.125

Year 5

$11 .70

10%

$1 .170 4.00%

Book Value

Equity Return

Earnings/Sh.

Payout Ratio

Dividend/Sh $0.60 $0.624 $0.649 $0,675 $0.702 4.00%

Table I of Mr. Hill's illustration presents data for a five-year period on his

hypothetical utility. In Year 1, the utility had a common equity or book

Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared
Testimony, dated December 10, 1993, p, 25

12
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value of $10.00 per share, an investor-expected equity return of ten

percent, and a dividend payout ratio of sixty percent. This results in

earnings per share of $1 .00 ($10.00 book value x 10 percent equity return)

and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout ratio) during

Year 1. Because forty percent (1 0.60 payout ratio) of the utility's

earnings are retained as opposed to being paid out to investors, book

value increases to $10.40 in Year 2 of Mr. HilTs illustration. Table I

presents the results of this continuing scenario over the remaining five

year period

The results displayed in Table I demonstrate that under "steady-state" (i.e

constant) conditions, book value, earnings and dividends all grow at the

same constant rate. The table further illustrates that the dividend growth

rate, as discussed earlier, is a function of (1) the internally generated

funds or earnings that are retained by a company to become new equity

and (2) the return that an investor earns on that new equity. The DCF

dividend growth rate, expressed as g

internal or sustainable growth rate

b x r, is also referred to as the

If earnings and dividends both grow at the same rate as book value

shouldn't that rate be the sole factor in determining the DCF growth rate?

No. Possible changes in the expected rate of return on either common

equity or the dividend payout ratio make earnings and dividend growth by

13
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themselves unreliable. This can be seen in the continuation of Mr. HilTs

illustration on a hypothetical utility

Year 1

$10.00

Year 2

$10.40

Table ll

Year 3

$10.82

Year 4

$11 .47

Growth

Book Value

Equity Return

Earnings/Sh

Payout Ratio

Dividend/sh

$1 .00 $1 .623 $1 .720

Year 5

$12.158

15%

$1 .824

10.67%

16.20%

$0.60 $0.624 $0.974 $1 .032 $1 .094 16.20%

In the example displayed in Table ll, a sustainable growth rate of four

percent°  exists in Year 1 and Year 2 (as in the prior example). In Year 3

Year 4 and Year 5, however, the sustainable growth rate increases to six

percent.'* If the hypothetical utility in Mr. Hill's illustration were expected to

earn a fifteen-percent return on common equity on a continuing basis

then a six percent long-term rate of growth would be reasonable

However, the compound growth rate for earnings and dividends, displayed

in the last column, is 16.20 percent. If this rate was to be used in the

DCF model, the utility's return on common equity would be expected to

increase by fifty percent every five years, [(15 percent + 10 percent) .- 1]

This is clearly an unrealistic expectation

[ ( Year 2 Earnings/Sh
$1 .00] = [$0.04 + $1.00 ]

- Year 1 Earnings/Sh )
= 4. o

Year 1 Earnings/Sh ] = [ ( $1 .04 - $1 .00 )

Payout Ratio ) x Rate of Return ] = [( 1 - 0.60 ) x 15.00% ] 0.40 x 15.00% m,

14
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Although it is not illustrated in Mr. HilTs hypothetical example, a change in

only the dividend payout ratio will eventually result in a utility paying out

more in dividends than it earns. while it is not uncommon for a utility in

the real world to have a dividend payout ratio that exceeds one hundred

percent on occasion, it would be unrealistic to expect the practice to

continue over a sustained long-term period of time

8 Q. Other than the retention of internally generated funds, as illustrated in Mr

HilTs hypothetical example, are there any other sources of new equity

capital that can influence an investor's growth expectations for a given

company

Yes, a company can raise new equity capital externally.

example of external funding would be the sale of new shares of common

stock. This would create additional equity for the issuer and is often the

case with utilities that are either in the process of acquiring smaller

systems or providing service to rapidly growing areas

The best

How does external equity financing influence the growth expectations held

by investors?

Rational investors will put their available funds into investments that will

either meet or exceed their given cost of capital (i.e. the return earned on

their investment). in the case of a utility, the book value of a company's

stock usually mirrors the equity portion of its rate base (the utility's earning

15
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Because regulators allow utilities the opportunity to earn a

reasonable rate of return on rate base. an investor would take into

base)

consideration the effect that a change in book value would have on the

rate of return that he or she would expect the utility to earn. If an investor

believes that a utility's book value (i.e. the utility's earning base) will

increase, then he or she would expect the return on the utility's common

stock to increase. If this positive trend in book value continues over an

extended period of time, an investor would have a reasonable expectation

for sustained long-term growth

11

12

Please provide an example of how external financing affects a utility's

book value of equity

As I explained earlier, one way that a utility can increase its equity is by

selling new shares of common stock on the open market. If these new

shares are purchased at prices that are higher than those shares sold

previously, the utility's book value per share will increase in value. This

would increase both the earnings base of the utility and the earnings

expectations of investors. However, if new shares sold at a price below

the pre-sale book value per share, the after-sale book value per share

declines in value. If this downward trend continues over time, investors

might view this as a decline in the utility's sustainable growth rate and will

have lower expectations regarding growth. Using this same logic, if a new

stock issue sells at a price per share that is the same as the pre-sale book

Q.

16
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value per share, there would be no impact on either the utility's earnings

base or investor expectations

Please explain how the external component of the DCF growth rate is

determined

In his book, The Cost of Capital to a Public Utility, Dr. Gordon (the

individual responsible for the development of the DCF or constant growth

model) identified a growth rate that includes both expected internal and

D

external financing components.

Gordon's growth rate is as follows

The mathematical expression for Dr

where g

b

g = ( br ) + ( SV )

DCF expected growth rate

the earnings retention ratio

the return on common equity

the fraction of new common stock sold that

accrues to a current shareholder. and

funds raised from the sale of stock as a fraction

where BV

MP

of existing equity

1-l(Bv)+(mp)1

book value per share of common stock, and

the market price per share of common stock

Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, MI: Michigan State
University, 1974, pp. 30-33
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Did you include the effect of external equity financing on long-term growth

rate expectations in your analysis of expected dividend growth for the DCF

model?

Yes. The external growth rate estimate (av) is displayed on Page 1 of

Schedule WAR-4, where it is added to the internal growth rate estimate

(Br) to arrive at a final sustainable growth rate estimate

8-~ Q.

g

Please explain why your calculation of external growth on page 2 of

Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in

10 the equation [(M + B) + 1] + 2

The market price of a utility's common stock will tend to move toward book

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return

that is equal to the cost of capital (one of the desired effects of regulation)

As a result of this situation, I used [(M B)+1] 2 as opposed to the

current market-to-book ratio by itself to represent investor's expectations

that, in the future, a given utility will achieve a market-to-book ratio of 1.0

Has the Commission ever adopted a cost of capital estimate that included

this assumption?

Yes. In a prior Southwest Gas Corporation rate case° , the Commission

adopted the recommendations of ACC Staff's cost of capital witness

Stephen Hill, who I noted earlier in my testimony. In that case, Mr. Hill

Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876)
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used the same methods that l have used in arriving at the inputs for the

DCF model. His final recommendation for Southwest Gas Corporation

was largely based on the results of his DCF analysis, which incorporated

the same val id market-to-book ratio assumption that l  have used

consistently in the DCF model as a cost of capital witness for RUCO

How did you develop your dividend growth rate estimate?

I analyzed data on two separate proxy groups. A water company proxy

group comprised of three publicly traded water companies and a natural

gas proxy group consisting of ten natural gas local distribution companies

("LDC") that have similar operating characteristics to water providers

13

14

Why did you use a proxy group methodology as opposed to a direct

analysis of RRUI?

One of the problems in performing this type of analysis is that the utility

applying for a rate increase is not always a publicly traded company, as is

the case with RRUl itself. Consequently it was necessary to create a

proxy by analyzing publicly traded water companies and LDC's with

similar risk characteristics

Q.
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In determining your dividend growth rate estimates, both you and the

Company's witness analyzed the data on publicly traded water utilities

Why did you and the Company witness analyze only publicly traded water

utilities as opposed to firms that provide wastewater service?

The use of water utilities was necessitated by the fact that there is a lack

of financial and market information available on stand-alone wastewater

utilities. This in itself is not a problem, given the fact that both water and

wastewater utilities share similar risk characteristics. Both types of utilities

provide a basic service for which there are no substitutes and are also

subject to strict federal and state regulations

12 Are there any other advantages to the use of a proxy

Yes. the U.S. Supreme Court ruled in the Hope

decision that a utility is entitled to earn a rate of return that is

commensurate with the returns on investments of other firms with

As I noted earlier,

comparable risk. The proxy technique that I have used derives that rate of

return. One other advantage to using a sample of companies is that it

reduces the possible impact that any undetected biases, anomalies, or

measurement errors may have on the DCF growth estimate

Q.
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What criteria did you use in selecting the companies that make up your

water company proxy for RRUI?

Three of the four water companies used in the proxy are publicly traded on

the New York Stock Exchange ("NYSE") and one of them, Southwest

Water Company, is traded over the counter through the National

Association of Securities Dealers Automated Quotation System

("NASDAQ"). All four water companies are followed by The Value Line

Investment Survey ("Value Line") and are the same companies that

comprise Value Line's large capitalization Water Utility Industry segment

of the U.S. economy (Attachment A contains Value Line's October 23

2009 update of the water utility industry and evaluations of the water

companies used in my proxy)

14 Are these the same water utilities that you have used in prior rate case

15 proceedings?

Please describe the companies that comprise your water company proxy

group

My water company proxy group includes American States Water Co

(stock ticker symbol "AWR"), California Water Service Group ("CWT")

Southwest Water Company ("SWWC") and Aqua America, Inc. ("WTR")

Each of these water companies face the same types of risk that RRUI

Q.
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faces. For the sake of brevity, I will refer to each of these companies by

their appropriate stock ticker symbols henceforth

4 Briefly describe the areas served by the companies in your water

company sample proxy

In addition to providing water service to residents of Fountain Hills

Arizona through its wholly owned subsidiary Chaparral City Water

Company, AWR also serves communities located in Los Angeles, Orange

and San Bernardino counties in California. CWT provides service to

10

Washington.

customers in seventy-five communities in California, New Mexico and

CWT's principal service areas are located in the San

Francisco Bay area, the Sacramento, Salinas and San Joaquin Valleys

and parts of Los Angeles. swwc owns and manages regulated systems

in California, New Mexico, Oklahoma and Texas. WTR is a holding

company for a large number of water and wastewater utilities operating in

nine different states including Pennsylvania, Ohio, New Jersey, Illinois

Maine, North Carolina, Texas, Florida and Kentucky

19 Are these the same water companies that RRUI used in its application?

RRUI's cost of equity witness, Mr. Thomas J. Bourassa, used all of the

water companies included in my water proxy with the exception of swwc

Q.

Q.
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Mr. Bourassa also used three other water companies in his cost of capital

analysis' which are included in Value Line's Small and Mid Cap Edition

4

10

Why did you exclude the water companies that are followed in Value

Line's Small and Mid Cap Edition?

Value Line does not provide the same type of forward-looking information

(i.e. long-term estimates on return on common equity and share growth)

on small and mid-cap companies that it provides on the four water

companies that l used in my proxy, Consequently, these water providers

are not as suitable as the ones that I have used in my analysis

What criteria did you use in selecting the natural gas LDC's included in

your proxy for RRUI?

As are the water companies that I just described, each of the natural gas

LDC's used in the proxy are publicly traded on a major stock exchange (all

ten trade on the NYSE) and are followed by Value Line. Each of the ten

LDC's in my sample are tracked in Value Line's natural gas Utility industry

segment. All of the companies in the proxy are engaged in the provision

of regulated natural gas distribution services. Attachment B of my

testimony contains Value Line's most recent evaluation of the natural gas

proxy group that I used for my cost of common equity analysis

Connecticut Water Service, Inc., Middlesex Water Company and SJW Corp

Q.
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What companies are included your natural gas proxy

The ten natural gas LDC's included in my proxy (and their NYSE ticker

symbols) are AGL Resources, Inc. ("AGL"), At nos Energy Corp. ("ATO")

Laclede Group, Inc. ("LG"), New Jersey Resources Corporation ("NJR")

Inc. ("GAS"), Northwest Natural Gas Co. ("NWN"), Piedmont

Natural Gas Company ("PNY"), South Jersey Industries, Inc. ("SJl")

Southwest Gas Corporation ("SWX"), which is the dominant natural gas

provider in Arizona, and WGL Holdings, Inc. ("WGL"). These are the

same ten LDC's that l  analyzed in the most recent UNS Gas, Inc

Nicor,

proceeding

12

to

Briefly describe the regions of the U.S. served by the ten natural gas

LDC's that make up your sample proxy

The ten LDC's listed above provide natural gas service to customers in the

Middle Atlantic region (i.e. NJl which serves portions of northern New

Jersey, SJI which serves southern New Jersey and WGL which serves the

Washington D.C. metro area), the Southeast and South Central portions

of the U.S. (i.e. AGL which serves Virginia, southern Tennessee and the

Atlanta, Georgia area and PNY which serves customers in North Carolina

South Carolina and Tennessee), the South, deep South and Midwest (i.e

ATO which serves customers in Kentucky, Mississippi, Louisiana, Texas

Colorado and Kansas, GAS which provides Service to northern and

Docket No. G-04204A-08-0571

Q.
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western Illinois, and LG which serves the St. Louis area), and the Pacific

Northwest (i.e. NWN which serves Washington state and Oregon)

Portions of Arizona, Nevada and California are served by six

Did the Company's witness also perform a similar analysis using natural

gas LDC's'?

No. he did not

Please explain your DCF growth rate calculations for the sample

companies used in your proxy

Schedule WAR-5 provides retention ratios, returns on book equity, internal

growth rates, book values per share, numbers of shares outstanding, and

the compounded share growth for each of the utilities included in the

sample for the historical observation period 2004 to 2008 for both the

water and LDC industries. Schedule WAR-5 also includes Value Line's

projected 2009, 2010 and 2012-14 values for the retention ratio, equity

return, book value per share growth rate, and number of shares

outstanding for both the water utilities and the LDC's

Please describe how you used the information displayed in Schedule

WAR-5to estimate each comparable utility's dividend growth rate

In explaining my analysis, I will use AWR as an example. The first

dividend growth component that l evaluated was the internal growth rate
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I used the "b x r" formula (described on pages 12 and 13) to multiply

AWR's earned return on common equity by its earnings retention ratio for

each year in the 2004 to 2008 observation period to derive the utility's

annual internal growth rates. l used the mean average of this five-year

period as a benchmark against which compared the projected growth

rate trends provided by Value Line. Because an investor is more likely to

be influenced by recent growth trends, as opposed to historical averages

the five-year mean noted earlier was used only as a benchmark figure. As

shown on Schedule WAR-5, Page 1, AWR's average internal growth rate

of 2.62% over the 2004 to 2008 period reflects an up and down pattern of

growth that ranged from a low of 1.01% in 2002 to a high of 3.79% during

2007. Value Line is predicting that growth will increase steadily from

3.05% in 2008, to 6.23% by the end of the 2012-14 time frame. After

weighing Value Line's projections for internal growth, stable outlook for

earnings per share, increased growth for dividends per share and no

change in book value per share growth, I believe that a 6.20% rate of

internal growth is reasonable for AWR. (Schedule WAR-4, Page 1 of 2)

I

Please continue with the external growth rate component portion of your

analysis

Schedule WAR-5 demonstrates that the pattern of shares outstanding for

AWR increased from 16.75 million to 17.30 million from 2004 to 2008

Value Line is predicting that this level will increase from 18.50 million in
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2009 to 20.00 million by the end of 2014. Based on this data, I believe

that a 5.00 percent growth in shares is not unreasonable for AWR (Page 2

of Schedule WAR-4). My final dividend growth rate estimate for AWR is

8.86 percent (6.20 percent internal + 2.66 percent external) and is shown

on Page 1 of Schedule WAR-4

7 What is your average DCF dividend growth rate estimate for your sample

of water utilities?

My average DCF dividend growth rate estimate for my water company

sample is 7.14 percent as displayed on page 1 of Schedule WAR-4

Did you use the same approach to determine an average dividend growth

rate for the proxy comprised of natural gas LDC's?

16

17

What is your average DCF dividend growth rate estimate for the sample

natural gas utilities?

My average DCF dividend growth rate estimate is 5.23 percent, which is

also displayed on page 1 of Schedule WAR-4

How does your average dividend growth rate estimates on water

companies compare to the growth rate data published by Value Line and

other analysts?

Q.

Q.
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Schedule WAR-6 compares my sustainable growth estimates with the

five-year projections of analysts at both Zacks Investment Research, Inc

("Zacks") (Attachment C) and Value Line. in the case of the water

companies, my 7.14 percent estimate exceeds Zacks' average long-term

EPS projection of 6.13 percent and Value Line's growth projection of 3.74

percent (which is an average of EPS, DPS and BVPS). My 7.14 percent

estimate is 313 basis points higher than the 4.01 percent average of Value

Line's historical and projected data averaged with the consensus opinions

published by Zacks. My 7.14 percent growth estimate is also 591 basis

points higher than Value Line's 1.23 percent 5-year compound historical

average of Eds, DPS and BVPS. The estimates of analysts at Value Line

indicate that investors are expecting somewhat higher performance from

the water utility industry in the future given their 7.00 percent to 7.50

percent book return on common equity over the 2009 to 2014 period. On

balance, I would say my 7.14 percent estimate is an optimistic

representation of the growth projections that are available to the investing

public

How do your average dividend growth rate estimates on natural gas LDC's

compare to the growth rate data published by Value Line and other

analysts?

In regard to the natural gas LDC's, my 5.23 percent estimate is 84 basis

points lower than the average 6.07 percent long-term EPS consensus
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projections published by Zacks, and 85 basis points higher than the 4.38

percent Value Line projected estimate (which is an average of EPS, DPS

and BVPS). As can also be seen on Schedule WAR-6, the 5.23 percent

estimate that l have calculated is 54 basis points lower than the 5.77

percent average of the 5-year historic EPS, DPS and BVPS means of

Value Line and 13 basis points lower than the 5.36 percent five-year

compound historical average of Value Line data (on Eps, DPS and

BVPS). In fact, my 5.23 percent estimate is 7 basis points higher than the

combined 5.16 percent Value Line and Zacks averages displayed in

Schedule WAR-6. In the case of the LDC's l would say that my 5.23

percent estimate, which is lower than Zack's but higher than Value Line's

forecasts, is a fairly good representation of the growth projections

presented by securities analysts at this point in time

How did you calculate the dividend yields displayed in Schedule WAR-3?

For both the water companies and the natural gas LDC's l used the

estimated annual dividends, for the next twelve-month period, that

appeared in Value Line's October 23, 2009 Ratings and Reports water

utility industry update and Value Line's September 11, 2009 Ratings and

Reports natural gas utility update. l then divided those figures by the

eight-week average closing price per share of the appropriate utility's

common stock. The eight-week average price is based on the daily
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adjusted closing stock prices for each of the companies in my proxies for

the period October 5, 2009 to November 27, 2009

4 Based on the results of your DCF analysis, what is your cost of equity

capital estimate for the water and natural gas utilities included in your

sample?

As shown on Schedule WAR-2, the cost of equity capital derived from my

DCF analysis is 9.94 percent for the water utilities and 9.48 percent for the

natural gas LDC's

10

11 Capital Asset Pricing Model (CAPM) Method

Please explain the theory behind CAPM and why you decided to use it as

an equity capital valuation method in this proceeding

CAPM is a mathematical tool that was developed during the early 1960's

by William F. Sharpe", the Tim ken Professor Emeritus of Finance at

Stanford University, who shared the 1990 Nobel Prize in Economics for

research that eventually resulted in the CAPM model. CAPM is used to

analyze the relationships between rates of return on various assets and

risk as measured by beta."' In this regard, CAPM can help an investor to

William F. Sharpe, "A Simplified Model of Portfolio Analysis," Management Science, Vol. 9, No
2 (January 1963), pp, 277-93

Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock

Q.
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determine how much risk is associated with a given investment so that he

or she can decide if that investment meets their individual preferences

Finance theory has always held that as the risk associated with a given

investment increases, so should the expected rate of return on that

investment and vice versa. According to CAPM theory, risk can be

classified into two specific forms: nonsystematic or diversifiable risk, and

systematic or non-diversifiable risk. While nonsystematic risk can be

virtually eliminated through diversification (i.e. by including stocks of

various companies in various industries in a portfolio of securities)

systematic risk, on the other hand, cannot be eliminated by diversification

Thus, systematic risk is the only risk of importance to investors. Simply

stated, the underlying theory behind CAPM states that the expected return

on a given investment is the sum of a risk-free rate of return plus a market

risk premium that is proportional to the systematic (non-diversifiable risk)

associated with that investment. In mathematical terms, the formula is as

follows

k=rf+[fS(rm-rf)]

where the expected return of a given security

risk-free rate of return

beta coefficient. a statistical measurement of a

security's systematic risk

average market return (e.g. S8<P 500), and

market: and if a stock's beta is less than 1.0, its returns are less volatile or riskier than the overall
stock market
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market risk premium

What types of financial instruments are generally used as a proxy for the

risk-free rate of return in the CAPM model?

Generally speaking, the yields of U.S. Treasury instruments are used by

analysts as a proxy for the risk-free rate of return component

Please explain why U.S. Treasury instruments are regarded as a suitable

proxy for the risk-free rate of return?

As citizens and investors, we would like to believe that U.S. Treasury

securities (which are backed by the full faith and credit of the United

States Government) pose no threat of default no matter what their maturity

dates are. However, a comparison of various Treasury instruments will

reveal that those with longer maturity dates do have slightly higher yields

Treasury yields are comprised of two separate components," a real rate

of interest (believed to be approximately 2.00 percent) and an inflationary

expectation. When the real rate of interest is subtracted from the total

treasury yield, all that remains is the inflationary expectation. Because

increased inflation represents a potential capital loss, or risk, to investors

a higher inflationary expectation by itself represents a degree of risk to an

investor. Another way oflooking at this is from an opportunity cost

As a general rule of thumb, there are three components that make up a given interest rate or
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk
premium. The approximate risk premium of a given security can be determined by simply
subtracting a 91-day T-Bill rate from the yield on the security

32



Direct Testimony of William A. Rigsby
Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257

standpoint. When an investor locks up funds in long-term T-Bonds

compensation must be provided for future investment opportunities

foregone. This is often described as maturity or interest rate risk and it

can affect an investor adversely if market rates increase before the

instrument matures (a rise in interest rates would decrease the value of

the debt instrument). As discussed earlier in the DCF portion of my

testimony, this compensation translates into higher rates of returns to the

investor

10 What security did you use for a risk-free rate of return in your CAPM

11 analysis?

I used an eight-week average of the yield on a 5-year U.S. Treasury

instrument. The yields were published in Value Line's Selection and

Opinion publication dated October 16, 2009 through December 4, 2009

(Attachment D). This resulted in a risk-free (rf) rate of return of 2.26

percent

18

19

Why did you use the yield on a 5-year year U.S. Treasury instrument as

opposed to a short-term T-Bill?

While a shorter term instrument, such as a 91-day T-Bill, presents the

lowest possible total risk to an investor, a good argument can be made

that the yield on an instrument that matches the investment period of the

asset being analyzed in the CAPM model should be used as the risk-free

Q.

Q.

33



Direct Testimony of William A. Rigsby
Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257

rate of return. Since utilities in Arizona generally file for rates every three

to five years, the yield on a 5-year U.S. Treasury instrument closely

matches the investment period or, in the case of regulated utilities, the

period that new rates will be in effect

How did you calculate the market risk premium used in your CAPM

analysis?

l used both a geometric and an arithmetic mean of the historical total

returns on the S&P 500 index from 1926 to 2008 as the proxy for the

market rate of return (rm). For the risk-free portion of the risk premium

component (rf), used the geometric mean of the total  returns of

intermediate-term government bonds for the same eighty-two year period

The market risk premium (rm - rf) that results by using the geometric mean

of these inputs is 4.20 percent (9.60'% % = 4.20%). The market risk

premium that results by using the arithmetic mean calculation is 6.10

I

percent (11 .70% - 5.609 %)

How did you select the beta coefficients that were used in your CAPM

analysis?

The beta coefficients (IB), for the individual utilities used in both my

proxies, were calculated by Value Line and were current as of October 23

2009 for the water companies and September 11, 2009 for the natural gas

LDC's. Value Line calculates its betas by using a regression analysis
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between weekly percentage changes in the market price of the security

being analyzed and weekly percentage changes in the NYSE Composite

index over a five-year period. The betas are then adjusted by Value Line

for their long-term tendency to converge toward 1.00.

coefficients for the service providers included in my water company

sample ranged from 0.65 to 1.10 with an average beta of 0.83. The beta

coefficients for the LDC's included in my natural gas sample ranged from

0.60 to 0.75 with an average beta of 0.67

The beta

What are the results of your CAPM analysis?

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation

using a geometric mean to calculate the risk premium results in an

average expected return of 5.72 percent for the water companies and 5.05

percent for the natural gas LDc's. My calculation using an arithmetic

mean results in an average expected return of 7.29 percent for the water

companies and 6.32 percent for the natural gas LDC's

Please summarize the results derived under each of the methodologies

presented in your testimony

The following is a summary of the cost of equity capital derived under

each methodology used
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METHOD RESULTS

9.94° /<DCF (Water Sample)

DCF (Natural Gas Sample)

CAPM (Water Sample)

CAPM (Natural Gas)

m, - 729° /<

5.05% - 6.32%

Based on these results, my best estimate of an appropriate range for a

cost of common equity for RRUI is 5.05 percent to 9.94 percent. My final

recommended cost of common equity figure is 9.00 percent

How did you arrive at your final recommended 9.00 percent cost of

common equity

My recommended 9.00 percent cost of common equity falls on the high

end of the range of estimates produced by my DCF and CAPM results

My final estimate takes into consideration recent information on the

improving state of the economy, a rejuvenated stock market and reports in

the financial press which anticipate Federal Reserve actions to raise

interest rates

Can you provide some examples of the reports that you noted above that

that influenced your common equity estimate of 9.00 percent?

Yes. Value Line analysts recently summed up the improving economic

situation in the Economic and Stock Market Commentary section of its

Selection & Opinion publication dated November 27, 2009
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The long recession has faded into history, brought to an end
in the third quarter when the nation's gross domestic product
increased by a solid 3.5% [later revised to 2.8%]. That notable
rebound followed four straight quarters of contracting economic
activity. The recession was the worst in decades. The third
quarter's surge in activ ity, which was underpinned to some
degree by federal programs to assist the troubled auto and
housing industries, may not continue to the same degree in the
current period. in fact, we expect GDP growth to ease to a level
closer to 2.0%-2.5% during the fourth quarter. We think that the
evolving expansion will then remain on a similarly subdued path
for much of 2010. Thereafter, an increasing level of aggregate
demand is l ikely to develop-with belated help from better
employment and housing trends-and push the economy onto a
materially faster track by 2011. The 3.0%, or better, pace of
economic growth that we see evolving by that time is likely to
then continue through the middle years of the coming decade

Value Line's analysts had this to say about the current state of the stock

market

Unlike the economy, which has proceeded on an irregular path
during the formative stages of its comeback, the stock market
which lost more than half of its value from October, 2007 through
March, 2009, has come roaring back. At press time, the Dow
Jones Industrial Average was up about 60% from its bear market
lows of this past March. However, it was still some 25% below
the record highs set in late 2007. The market's revival, which
began as the worst fears on the credit and business fronts didn't
materialize. has been sustained with an assist from the Federal
Reserve, the government's stimulus efforts, and the
aforementioned revivals on the economic and profit fronts. Now
with valuations having become a little stretched following eight
months of steady market increases, the bulls may have to deliver
even more good news to keep the rally going

In regard to possible Federal Reserve action on interest rates, Wall Street

Journal correspondent Jon Hilsenrath recently reported" that "Federal

Reserve officials are thinking mostly these days about how to unwind the

unprecedented stimulus they've pumped into the economy" and that

Hilsenrath, Jon, "WSJ Fed's Path to Higher Interest Rates Begins to Take Shape" The Wall
Street Journal. November 2. 2009

37



Direct Testimony of William A. Rigsby
Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257

eventually will mean raising interest rates. Mr. Hilsenrath quoted former

Fed governor Frederic Mishkin, a former Fed governor who advocated

moving rates down swiftly leading up to arises and who says they might

someday need to move up swiftly too, as saying "If you move in a very

gradual fashion back up when you need to, you'll get behind the curve in

terms of tightening fast enough

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company

The 12.40 percent cost of equity capital proposed by the Company is 340

basis points higher than the 9.00 percent cost of equity capital that I am

recommending

14 Current Economic Environment

15

16

Please explain why it is necessary to consider the current economic

environment when performing a cost of equity capital analysis for a

17 regulated utility

Consideration of the economic environment is necessary because trends

in interest rates, present and projected levels of inflation, and the overall

state of the U.S. economy determine the rates of return that investors earn

on their invested funds. Each of these factors represent potential risks

that must be weighed when estimating the cost of equity capital for a

Q.
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regulated utility and are, most often, the same factors considered by

individuals who are also investing in non-regulated entities

Please discuss your analysis of the current economic environment

My analysis includes a brief review of the economic events that have

occurred since 1990. Schedule WAR-8 displays various economic

indicators and other data that I will refer to during this portion of my

testimony

In 1991, as measured by the most recently revised annual change in

gross domestic product ("GDP"), the U.S. economy experienced a rate of

growth of negative 0.20 percent. This decline in GDP marked the

beginning of a mild recession that ended sometime before the end of the

first half of 1992. Reacting to this situation, the Federal Reserve Board

("Federal Reserve" or "Fed"), then chaired by noted economist Alan

Greenspan, lowered its benchmark federal funds rate'° in an effort to

further loosen monetary constraints - an action that resulted in lower

interest rates

During this same period, the nation's major money center banks followed

the Federal Reserve's lead and began lowering their interest rates as well

By the end of the fourth quarter of 1993, the prime rate (the rate charged

This is the interest rate charged by banks with excess reserves at a Federal Reserve district
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is
the most sensitive indicator of the direction of interest rates, since it is set daily by the market
unlike the prime rate and the discount rate, which are periodically changed by banks and by the
Federal Reserve Board, respectively
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by banks to their best customers) had dropped to 6.00 percent from a

1990 level of 10.01 percent. In addition, the Federal Reserve's discount

rate on loans to its member banks had fallen to 3.00 percent and short

term interest rates had declined to levels that had not been seen since

Although GDP increased in 1992 and 1993, the Federal Reserve took

steps to increase interest rates beginning in February of 1994, in order to

keep inflation under control. By the end of 1995, the Federal discount rate

had risen to 5.21 percent. Once again, the banking community followed

the Federal Reserve's moves. The Fed's strategy, during this period, was

to engineer a "soft landing." That is to say that the Federal Reserve

wanted to foster a situation in which economic growth would be stabilized

without incurring either a prolonged recession or runaway inflation

Did the Federal Reserve achieve its goals during this period?

Yes. The Fed's strategy of decreasing interest rates to stimulate the

economy worked. The annual change in GDP began an upward trend in

1992. A change of 4.50 percent and 4.20 percent were recorded at the

end of 1997 and 1998 respectively. Based on daily reports that were

presented in the mainstream print and broadcast media during most of

1999, there appeared to be little doubt among both economists and the

public at large that the U.S. was experiencing a period of robust economic

growth highlighted by low rates of unemployment and inflation. Investors
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who believed that technology stocks and Internet company start-ups (with

little or no history of earnings) had high growth potential, purchased these

types of issues with enthusiasm. These types of investors, who exhibited

what former Chairman Greenspan described as "irrational exuberance

pushed stock prices and market indexes to all time highs from 1997 to

what has been the state of the economy since 2001?

The U.S. economy entered into a recession near the end of the first

quarter of 2001. The bullish trend, which had characterized the last half of

the 1990's, had already run its course sometime during the third quarter of

2000. Economic data released since the beginning of 2001 had already

been disappointing during the months preceding the September 11, 2001

terrorist attacks on the World Trade Center and the Pentagon. Slower

growth figures, rising layoffs in the high technology manufacturing sector

and falling equity prices (due to lower earnings expectations) prompted

the Fed to begin cutting interest rates as it had done in the early 1990's

The now infamous terrorist attacks on New York City and Washington

D.C. marked a defining point in this economic slump and prompted the

Federal Reserve to continue its rate cutting actions through December

2001 | Prior to the 9/11 attacks, commentators, reporting in both the

mainstream financial press and various economic publications including
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Value Line, believed that the Federal Reserve was cutting rates in the

hope of avoiding a recession

Despite several intervals during 2002 and 2003 in which the Federal Open

Market Committee ("FOMC") decided not to change interest rates - moves

which indicated that the worst may be over and that the recession might

have bottomed out during the last quarter of 2001 - a lackluster economy

persisted. The continuing economic malaise and even fears of possible

deflation prompted the FOMC to make a thirteenth rate cut on June 25

2003. The quarter point cut reduced the federal funds rate to 1.00

percent, the lowest level in forty-five years

Even though some signs of economic strength, mainly attributed to

consumer spending, began to crop up during the latter part of 2002 and

into 2003, Chairman Greenspan appeared to be concerned with sharp

declines in capital spending in the business sector

During the latter part of 2003, the FOMC went on record as saying that it

intended to leave interest rates low "for a considerable period." After its

two-day meeting that ended on January 28, 2004, the FOMC announced

that with inflation 'quite low' and plenty of excess capacity in the

economy, policy-makers 'can be patient in removing its policy

accommodation

Wolk, Martin, "Fed holds interest rates steady," MSNBC, January 28, 2004
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1 What actions has the Federal Reserve taken in terms of interest rates

since the beginning of 2001 ?

As noted earlier, from January 2001 to June 2003 the Federal Reserve cut

interest rates a total of thirteen times. During this period, the federal funds

rate fell from 6.50 percent to 1.00 percent. The FOMC reversed this trend

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25

percent. From June 29, 2004 to January 31, 2006, the FOMC raised the

federal funds rate thirteen more times to a level of 4.50 percent

The FOMC's January 31, 2006 meeting marked the final appearance of

Alan Greenspan, who had presided over the rate setting body for a total of

eighteen years. On that same day, Greenspan's successor, Ben

Bernanke. the former chairman of the President's Council of Economic

Advisers and a former Fed governor under Greenspan from 2002 to 2005

was confirmed by the U.S. Senate to be the new Federal Reserve chief

As expected by Fed watchers, Chairman Bernanke picked up where his

predecessor left off and increased the federal funds rate by 25 basis

points during each of the reM three FOMC meetings for a total of

seventeen consecutive rate increases since June 2004, and raising the

federal funds rate to a level of 5.25 percent. The Fed's rate increase

campaign finally came to a halt at the FOMC meeting held on August 8

2006. when the FOMC decided not to raise rates

Q.
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What was the reaction in the financial community to the Fed's decision not

to raise interest rates?

As in the past, banks followed the Fed's lead once again and held the

prime rate to a level of 8.25 percent, or 300 basis points higher than the

federal funds rate of 5.25 percent established on June 29, 2006

7 How did analysts view the Fed's actions between January 2001 and

August 2006?

According to an article that appeared in the December 2, 2004 edition of

The Wall Street Journal, the FOMC's decision to begin raising rates two

years ago was viewed as a move to increase rates from emergency lows

in order to avoid creating an inflation problem in the future as opposed to

slowing down the strengthening economyQ'°  In other words, the Fed was

trying to head off inflation before it became a problem. During the period

following the August 8, 2006 FOMC meeting, the Fed's decisions not to

raise rates were viewed as a gamble that a slower U.S. economy would

help to cap growing inflationary pressures

McKinnon, John D. and Greg IP, "Fed Raises Rates by a Quarter Point,
Journal, September 22, 2004

a s The Wall Street

Ip, Greg, "Fed Holds Interest Rates Steady As Slowdown Outweighs Inflation," The Wal! Street
Journal Online Edition, August 8, 2006

Q.
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Was the Fed attempting to engineer another "soft landing", as it did in the

mid-nineties, by holding interest rates steady

Yes, however, as pointed out in an August 2006 article in The Wall Street

Journal by E.S. Browning, soft landings - l ike the one that the Fed

managed to pull off during the 1994-95 time frame, in which a recession or

a bear market were avoided - rarely happen". Since it began increasing

the federal funds rate in June 2004, the Fed had assured investors that it

would increase rates at a "measured" pace. Many analysts and

economists interpreted this language to mean that former Chairman

Greenspan would be cautious in increasing interest rates too quickly in

order to avoid what is considered to be one of the Fed's few blunders

during Greenspan's tenure ... a series of increases in 1994 that caught the

financial markets by surprise after a long period of low rates. The rapid

rise in rates contributed to the bankruptcy of Orange County, California

and the Mexican peso crisis"'. According to Mr. Browning, at the time that

his article was published, the hope was that Chairman Bernanke would

succeed in slowing the economy "just enough to prevent serious inflation

but not enough to choke off growth." In other words, "a 'Goldilocks

economy,' in which growth is not too hot and not too cold

Browning, E.S, "Not Too Fast, Not Too Slow...," The Wall Street Journal Online Edition, August
21. 2006

Associated Press (AP), "Fed begins debating interest rates" USA Today, June 29, 2004
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1 Was the Fed's attempt to engineer a soft landing successful during the

period that followed the August 8, 2006 FOMC meeting

It would appear so. Articles published in the mainstream financial press

were generally upbeat on the economy during that period. An example of

this is an article written by Nell Henderson that appeared in the January

30, 2007 edition of The Washington Post. According to Ms. Henderson, "a

year into [Fed Chairman] Bernanke's tenure, the [economic] picture has

turned considerably brighter. Inflation is falling, unemployment is low

wages are rising, and the economy, despite continued problems in

housing, is growing at a brisk clip

What has been the state of the economy over the past two years?

Reports in the mainstream financial press during the majority of 2007

reflected the view that the U.S. economy was slowing as a result of a

worsening situation in the housing market and higher oil prices. The

overall outlook for the economy was one of only moderate growth at best

Also during this period the Fed's key measure of inflation began to exceed

the rate setting body's comfort level

On August 7, 2007, the FOMC decided not to increase or decrease the

federal funds rate for the ninth straight time and left its target rate

Henderson, Nell, "Bullish on Bernanke" The Washington Post, January 30, 2007

Q.
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unchanged at 5.25 percent." At the time of the Fed's decision, analysts

speculated that a rate cut over the next several months was unlikely given

the Fed's concern that inflation would fail to moderate. However, during

this same period, evidence of an even slower economy and a possible

recession was beginning to surface. Within days of the Fed's decision to

stand pat on rates, a borrowing crisis rooted in a deterioration of the

market for subprime mortgages and securities linked to them, forced the

Fed to inject $24 billion in funds (raised through open market operations)

into the credit markets." By Friday, August 17, 2007, after a turbulent

week on Wall Street. the Fed made the decision to lower its discount rate

(Le. the rate charged on direct loans to banks) by 50 basis points, from

6.25 percent to 5.75 percent, and took steps to encourage banks to

borrow from the Fed's discount window in order to provide liquidity to

lenders. According to an article that appeared in the August 18, 2007

edition of The Wall Street Journal. the Fed had used all of its tools toZN

restore normalcy to the financial markets. If the markets failed to settle

down, the Fed's only weapon left was to out the Federal Funds rate

possibly before the next FOMC meeting scheduled on September 18

Ip, Greg, "Markets Gyrate As Fed Straddles lnflatlon, Growth" The Wall Street Journal, August
8. 2007

up, Greg, "Fed Enters Market To Tamp Down Rate" The Wall Street Journal, August 9, 2007

up, Greg, Robin Sydel and Randall Smith, "Fed Offers Banks Loans Amid Crises" The Wall
Street Journal, August 9, 2007
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Did the Fed cut rates as a result of the subprime mortgage borrowing

crises?

Yes. At its regularly scheduled meeting on September 18, 2007, the

FOMC surprised the investment community and cut both the federal funds

rate and the discount rate by 50 basis points (25 basis points more than

what was anticipated). This brought the federal funds rate down to a level

of 4.75 percent. The Fed's action was seen as an effort to curb the

aforementioned slowdown in the economy. Over the course of the next

four months, the FOMC reduced the Federal funds rate by a total 175

basis points to a level of 3.00 percent - mainly as a result of concerns that

the economy was slipping into a recession. This included a 75 basis point

reduction that occurred one week prior to the FOMC's meeting on January

29. 2008

What actions has the Fed taken in regard to interest rates since the

beginning of 2008?

The Fed made two more rate cuts which included a 75 basis point

reduction in the federal funds rate on March 18, 2008 and an additional 25

basis point reduction on April 30, 2008. The Fed's decision to cut rates

was based on its belief that the slowing economy was a greater concern

than the current rate of inflation (which the majority of FOMC members
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believed would moderate during the economic slowdown). As a result of

the Fed's actions. the federal funds rate was reduced to a level of 2.00

LJ

percent. From April 30, 2008 through September 16, 2008, the Fed took

no further action on its key interest rate. However, the days before and

after the Fed's September 16, 2008 meeting saw longstanding Wall Street

firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of

their subprime holdings. By the end of the week, the Bush administration

had announced plans to deal with the deteriorating financial condition

which had now become a worldwide crisis. The administrations actions

included former Treasury Secretary Henry Paulson's request to Congress

for $700 billion to buy distressed assets as part of a plan to halt what has

been described as the worst financial crisis since the 1930's"'. Amidst this

turmoil, the Fed made the decision to cut the federal funds rate by another

50 basis points in a coordinated move with foreign central banks on

October 8, 2008. This was followed by another 50 basis point cut during

the regular FOMC meeting on October 29, 2008. At the time of this

writing, the federal funds target rate now stands at 0.25 percent, the result

of a 75 basis point out announced on December 16, 2008. After FOMC

meetings in January, March Apri l , June, August, September and

November of 2009, the Fed elected not to make any changes in the

up, Greg, "Credit Worries Ease as Fed Cuts, Hints at More Relief" The Wall Street Journal
March 19. 2008

Solo ran. Deborah. Michael R. Crittenden and Damian Paletta, "U.S. Bailout Plan Calms
Markets, But Struggle Looms Over Details" The Wall Street Journal, September 20, 2008
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federal funds rate, stating in January that the rate would remain low "for

some time."'°  Presently, the Fed's discount rate is at 0.50 percent, a level

not seen since the 1940s.'°  Based on data released during the early part

of December 2008, the U.S. has officially been in a recession since

December of 2007

7 Putting this all into perspective, how have the Fed's actions since 2000

affected benchmark rates?

U.S. Treasury instruments are for the most part still at historically low

levels. As can be seen on the first page of Attachment D, the previously

mentioned federal discount rate (the rate charged to the Fed's member

banks), has fallen to 0.50 percent from 1.25 percent in 2008

14 What has been the trend in other leading interest rates over the last year?

As of November 24, 2009, leading interest rates that include the 3-month

6-month and 1-year treasury yields have dropped from their 2008 levels

Longer term yields including the 5-year, 10-year, 30-year constant

maturity and 30-year Zero rates, have increased from levels that existed a

year ago (Attachment D, Value Line Selection 8¢ Opinion page 3177). The

prime rate has fallen from 4.00 percent a year ago to 3.25 percent. The

Hilsenrath, Jon and Liz Rappaport, "Fed Weighs Idea of Buying Treasurys as Focus Shifts
The Wall Street Journal, January 29, 2009

Hilsenrath, Jon, "Fed Cuts Rates Near Zero to Battle Slump" The Wall Street Journal
December 17. 2008

Q.

Q.
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benchmark federal funds rate, just discussed, has decreased from 1.00

percent, in November 2008, to a level of 0.00 - 0.25 percent (as a result of

the December 16, 2008 rate cut discussed above). A previous trend

described by former Chairman Greenspan as a "conundrum

long-term rates fell as short-term rates increased, thus creating a

somewhat inverted yield curve that existed as late as June 2007, is

completely reversed and a more traditional yield curve (one where yields

increase as maturity dates lengthen) presently exists (Attachment D). The

5-year Treasury yield, used in my CAPM analysis, has increased 6 basis

points from 2.03 percent, in November 2008, to 2.09 percent as of

November 24, 2009. As noted above, the 30-Year Treasury constant

in which

maturity rate increased from 3.62 percent over the past year to 4.25

percent. These current yields are considerably tower than corresponding

yields that existed during the early nineties and at the beginning of the

current decade (as can be seen on Schedule WAR-8)

17 What is the current outlook for the economy

Value Line's analysts have become increasingly optimistic in their outlook

on the economy as of late and had this to say in the December 4, 2009

edition of Value Line's Selection and Opinion publication

Elsewhere, the U.S. economy is on a three steps forward, Ma steps
backward path. Reports for October showed a nice rebound in
consumer spending, mild strength in industrial production, a lesser
increase in the leading indicators than in the prior month, a surprising

Wolk, Martin, "Greenspan wrestling with rate 'conundrum'," MSNBC, June 8, 2005

Q.
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drop in durable goods orders, and a modest gain in consumer
confidence. The U.S. gross domestic product-which rose by a
downwardly revised 2.8% in the third quarter -.- may increase by a
slightly more modest 2.0% - 2.5% in the current period

Value Line's analysts went on to state

Investors are still buying, as the stock market is now much more richly
capitalized than it was earlier in 2009, when equities were in a freefall

How are water utilities faring in the current economic environment?

Although there are some concerns regarding long-term infrastructure

requirements, water utilities still appear to a good investment according to

Value Line analyst Andre J. Costanza. In the October 23, 2009 quarterly

update on the water utility industry Mr. Costanza stated the following

This industry is a good place for cautious investors looking to park
themselves until a sustained market recovery is evident. Water utility
stocks are historically more recession proof than the broader market
with their steady dividend growth reducing turbulence in share price and
padding returns

21 After weighing the economic information that you've just discussed, do you

22 believe that the 9.00 percent cost of equity capital that you have estimated

23 is reasonable for RRUI?

I believe that my recommended 9.00 percent cost of equity will provide

RRUI with a reasonable rate of return on the Company's invested capital

when economic data on interest rates (that are low by historical

standards), the current situation in new housing construction, and the

Fed's ability to keep inflation in check are all taken into consideration. As I

noted earlier, the Hope decision determined that a utility is entitled to earn

a rate of return that is commensurate with the returns it would make on

Q.
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other investments with comparable risk. I believe that my cost of equity

analysis, which is an average of the results of both the DCF and CAPM

models, has produced such a return

5 CAPITAL STRUCTURE AND COST OF DEBT

Have you reviewed RRUI's testimony regarding the Company's proposed

capital structure?

Yes. I have

Please describe the Company's proposed capital structure

The Company is proposing a capital structure comprised of 100 percent

common equity

Is RRUI's proposed capital structure in line with industry averages

No. RRUl's capital structure is comprised entirely of equity as opposed to

the capital structures of the other water companies included in my cost of

capital analysis (Schedule WAR-9).

utilities averaged 51 .4 percent for debt and 48.6 percent for equity

The capital structures for those

In terms of risk, how does RRUI's capital structure compare to the water

utilities in your sample?

The water utilities in my sample, from which l derived an estimated cost of

common equity of 9.00 percent versus the Company-proposed 12.40

53



Direct Testimony of William A. Rigsby
Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257

percent, would be considered as having a higher level of financial risk (i.e

the risk associated with debt repayment) because of their higher levels of

debt. The additional financial risk due to debt leverage is embedded in the

cost of equities derived for those companies through the DCF analysis

Thus, the cost of equity derived in my DCF analysis is applicable to

companies that are more leveraged and, theoretically speaking, riskier

than a utility such as RRUI, which has no debt in its capital structure. In

the case of a publicly traded company, like those included in my proxy, a

company with RRUI's level of equity would be perceived as having

extremely low to no financial risk and would therefore also have a lower

expected return on common equity.

hypothetical capital structure that produces a lower weighted cost of

common equity is warranted for RRUI

Because of this, I bel ieve a

What capital structure are you recommending for RRUI?

l am recommending a hypothetical capital structure comprised of 60

percent equity and 40 percent debt

Has the Commission addressed the issue of capital structures comprised

of 100 percent common equity in prior cases?

Yes. This issue was addressed in a prior Gold Canyon Sewer Company

("Gold Canyon") case in which the Commission adopted both a

hypothetical capital structure and a hypothetical cost of debt in order to
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remedy a capital structure comprised of 100 percent common equity (Gold

Canyon is also owned by the Algonquin Fund). In Decision No. 70662

dated December 23, 2008, the Commission stated the following

We agree with RUCO's hypothetical structure of 40 percent debt and 60
percent equity. A capital structure comprised of 100 percent equity
would be viewed as having little to no financial risk. The proposed
capital structure adopted by the Commission will bring the Companyfs
capital structure and weighted cost of capital in line with the industry
average and it will result in lower rates for the customers of the system
We therefore adopt a hypothetical capital structure of 40 percent debt
and 60 percent equity

13

14

Why are you recommending a higher 60 percent level of equity for RRUI

in your hypothetical capital structure, than the average 49.6 percent level

of equity of your sample companies?

takes into account any perceived

additional business risk that RRUI may face and for that reason I believe a

My hypothetical capital structure

higher level of equity is reasonable

20 What are you recommending as a hypothetical cost of debt?

I am recommending a hypothetical cost of debt of 6.26 percent

How did you determine your hypothetical cost of debt?

As can be viewed on page 2 of Schedule WAR-1, my recommended 6.26

percent hypothetical cost of debt is an average of the weighted costs of

long-term debt of seven publicly traded water utilities followed by Value

Line analysts. Three of these water utilities are the same ones that I

described earlier and wereused in my DCF and CAPM analyses. Three

Q.

Q.
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of the remaining four (Connecticut Water Service, Inc., Middlesex Water

Company, and SJW Corp.) are ones that I noted earlier in my testimony

that were included in the Company's proxy. The seventh water utility

York Water Company, is also followed in Value Line's small 8¢ Mid-Cap

Edition

7 Why do you believe your recommended 6.26 percent hypothetical cost of

debt is reasonable given the recent turbulence in the financial markets?

My recommended 6.26 percent hypothetical cost of debt is close to the

current yield of 6.22 percent on Baa/BBB-rated utility bonds that was

reported in the December 4, 2009 Value line Selection and Opinion

publication (Attachment D). In addition to this, Arizona Water Company

the second largest water provider in the state, privately placed $35 million

in bonds at a stated rate of 6.67 percent on the first day of September

2008 during a period when the yield on Baa/BBB-rated utility bonds

averaged 6.63 percent. Given RRUI's parent company's ability to access

capital, it is reasonable to believe that Algonquin Fund can obtain debt at

a cost in the A-rated to Baa/BBB-rated range of 5.52 percent to 6.22

percent exhibited on the first page of my Attachment D. For the reasons

stated above, l believe for the reasons stated above, I believe my

recommended 6.26 percent hypothetical cost of debt is reasonable and

there is no need for additional basis points

Q.
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How does your recommended 6.26 percent hypothetical cost of debt

compare to the weighted costs of debt of other Arizona water providers?

In its most recent rate case before the Commission. Arizona-American

Water Company, the largest investor owned water utility in the state, had a

weighted cost of debt of approximately 5.50 percent. Arizona Water

Company's weighted cost of debt as of the last quarter of 2008 was 6.83

percent. The midpoint of these two figures is 6.17 percent which is 9

basis points lower than my recommended 6.26 percent hypothetical cost

of debt

How does the Company's proposed weighted cost of capital compare with

your recommendation?

As explained earlier, RRUI has proposed a weighted average cost of

capital of 12.40 percent which reflects the total absence of debt financing

in the Company-proposed capital structure. The Company-proposed

12.40 percent weighted average cost of capital is 450 basis points higher

than the 7.90 percent weighted cost that l am recommending
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Please summarize why you believe that the Commission should adopt

your recommended 7.90 percent weighted average cost of capital that is

the result of your recommended hypothetical capital structure and

hypothetical cost of debt

believe that the approach that I have taken in this case provides the

Company with a rate of return that meets the standards established in the

Hope and Bluefield cases while also providing lower rates to RRUl's

customers. My recommended capital structure of 60 percent equity and

40 percent debt is more favorable to the Company than the average

capital structure of the water utilities in my sample. Ratepayers also

benefit from my recommended weighted average cost of capital which is

lower than what would have been obtained from a capital structure

comprised of 100 percent common equity. In short, I believe that my

analysis has produced a rate of return that is just and reasonable and

should be adopted by the Commission

I

17 COMMENTS ON RRUI'S COST OF EQUITY CAPITAL

18 TESTIMONY

20

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company

The Company's cost of capital witness, Mr. Bourassa is recommending a

cost of common equity of 12.40 percent. His 12.40 percent cost of equity
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capital is 340 basis points higher than the 9.00 percent cost of equity

capital that I have calculated

4 What methods did Mr. Bourassa use to arrive at his cost of common

equity for RRUI?

Mr. Bourassa used both the DCF and CAPM methods. His DCF analysis

relies on the same constant growth version of the DCF model that I have

used with two different growth estimates: a past and future growth

estimate which produces an 11.1 percent indicated cost of equity, and a

future growth estimate which produces a 12.6 percent indicated cost of

equity. Mr. Bourassa's CAPM analysis also uses the same model that l

have used but he obtains two different results: one obtained by using an

historical risk premium and the other by using a current market risk

premium. His CAPM analysis produces results of 10.1 percent using an

historical risk premium and 19.5 percent using a current market risk

premium. His average CAPM result is 14.8 percent

18 What are the main reasons for the difference in the results that you

19

20

obtained from your DCF analysis and the results that Mr. Bourassa

obtained from his DCF analysis using the constant growth model?

Mr. Bourassa conducted his analysis in April of 2009 and consequently

much of the data that he used in his analysis is now stale. This can be

seen in a price comparison of three of the water company stocks that we

Q.

Q.
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both used in our samples: The difference between the average adjusted

closing stock prices used in my DCF model and spot prices used by Mr

Bourassa in his DCF models are as follows

Rigsby Bourassa Difference

$34.19

$37.45

$16.09

$33.40

$36.46

$18.88

$0.79

$0.99

$2.79

What are the differences between your constant growth DCF results and

Mr. Bourassa's first constant growth model which relied strictly on

earnings growth?

As I stated earlier, Mr. Bourassa did not rely on a sample of natural gas

utilities so my comparison is limited to our respective water utility samples

Much of the difference between our results is attributable to the utilities

that were included in our samples. Mr. Bourassa's sample included

utilities that I excluded because Value Line does not provide projections

on them which use to develop my growth estimates for theI " Q

component of the DCF model. His average dividend yields of 3.73

percent to 3.78 percent are 93 to 98 basis points higher than my average

dividend yield of 2.80 percent. The current dividend yield cf the three

utilities that are samples have in common (based on my 8-week average

adjusted closing prices listed above) would be 3.19 percent relying on Mr
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Bourassa's method for calculating the current dividend yield. In regard to

our growth (i .e. "Q" component of the DCF model) estimates, Mr

Bourassa's estimates of 7.41 percent to 8.85 percent are 27 to 171 basis

points higher than my average growth estimate of 7.14 percent. However

the average future growth rate estimates that Mr. Bourassa uses in his

models excludes DPS growth rates. This is because Mr. Bourassa

believes that historical DPS growth rates depress the growth estimates

used in the DCF model

Do you agree with Mr. Bourassa's logic for not using DCF growth rates in

the estimation of a growth rate for the DCF model?

No, I do not. Mr. Bourassa states on page 30 of his direct testimony that

his DCF result of 7.05 percent that includes DCF growth is lower than the

yields of investment grade bonds and Baa/BBB-rated utility bonds and

should be excluded. A review of my attachment D will show that, as of

November 24, 2009, the yields of A-rated corporate bonds and Baa/BBB

rated utility bonds ranged from 5.19 percent to 6.22 percent which are

actually lower than the 7.05 result that he obtained. Given the fact that

water utilities are being viewed as safe investments during the current

economic environment, it is only reasonable to assume that the spread

between bond yields and the results produced by stock valuation models

such as the DCF would not be that large
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What are the main differences between your CAPM results and Mr

Bourassa's CAPM results?

The differences between our CAPM results is attributable to his selection

of forecasted long-term U.S. Treasury instrument yields used as inputs for

the risk-free rate of return and the time period that has expired since Mr

Bourassa filed his direct testimony. Mr. Bourassa's average beta of 0.84

has also fallen since his testimony was filed, and his current market risk

premium figure of 17.74 percent is simply not realistic when compared

with the market risk premiums, ranging from 4.20 percent to 6.10 percent

that l obtained from Morningstar's 2009 SBBI Yearbook

Please explain the differences in your risk free rates of return

I relied on a 2.26 percent yield on a 5-year treasury rate whereas Mr

Bourassa relied on a 4.60 percent average of forecasted 20 and 30-year

Treasury yields as opposed to my use of a 5-year Treasury yield

Do you agree with Mr. Bourassa's reliance on forecasted yields of long

term Treasury instruments?

No. I believe that a shorter term instrument is more appropriate when one

takes into account that utilities generally file for new rates every three to

five years
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1 What is the current average beta for the water utilities included in Mr

Bourassa's sample?

The current average beta for the water utilities included in Mr. Bourassa's

sample is 0.80 as opposed to the 0.84 used in his CAPM analysis and the

0.83 used in my CAPM analysis

7 What are the differences in the market risk premiums that you used in

your CAPM analyses?

As I explained earlier in my testimony, my market risk premiums are the

6.10 percent arithmetic and 4.20 percent geometric means of the

differences between the return on the broader stock market and the yields

of intermediate term U.S. Treasury instruments over the 1926 - 2008 time

frame (obtained from Morningstar's SBBI Yearbook). Mr. Bourassa relied

on a 6.5 percent historical risk premium (which also relied on Morningstar

data) and a 17.7 percent current market risk premium, which was

computed using the DCF model and data on 1,700 stocks followed by

Value Line

19

20

Do you agree with Mr. Bourassa's 17.7 percent current market risk

premium?

No. Mr. Bourassa's 17.7 percent market risk premium is clearly excessive

He calculates it by using a DCF model that relies on stock price

appreciation for the growth component (i.e. "g"). This results in a 24

Q.

Q.

Q.

63



Direct Testimony of William A. Rigsby
Rio Rico Utilities. Inc
Docket No. WS-02676A-09-0257

month average expected return of 22.21 percent. His 17.7 percent risk

premium is the difference from the 22.21 percent DCF result and the 24

month average of the yields on a 30-year Treasury instrument. Mr

Bourassa's current market risk premium is not even realistic considering

the historic market risk premiums that take into consideration the full

spectrum of economic conditions that have occurred since 1926. His

current market risk premium also flies in the face of recent empirical

research that pegs the market risk premium at approximately 4.00

percent

How did Mr. Bourassa arrive at his final 12.40 percent cost of common

equity for RRUI?

Mr. Bourassa's final estimate of 12.40 percent was calculated by taking

the 13.3 percent average of the midpoints of his DCF and CAPM results

and then adding to it a financial risk adjustment of negative 1.4 percent

and a specific company risk return of 0.5 percent. His negative 1.4

percent financial risk adjustment was calculated by finding the difference

between the results obtained from his CAPM model using an average beta

of 0.84, and the results of his CAPM model using relevered beta of 0.72

which was obtained through the use of the Hamada methodology. The

use of the Hamada methodology adjusts his average beta of 0.84, which

was derived from a sample of water utilities with both debt and equity in
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their capital structures, to a beta that is reflective of a utility with zero debt

and no financial risk such as RRUI, in its capital structure

Do you agree with Mr. Bourassa's averaging of his CAPM results?

No. I believe his most realistic estimate for RRUl's cost of equity capital

was derived using the CAPM with his relevered beta of 0.72 and his

historic market risk premium of 6.5 percent. This produces an expected

return of 9.3 percent

Is there any merit in the rationale used by Mr. Bourassa in regard to the

size arguments stated in his direct testimony?

No. As I stated earl ier in my testimony, RRUl is a wholly owned

subsidiary of Algonquin Power Income Fund, a large publicly traded

mutual fund that has direct access to the capital markets. In addition to

this, to the best of my knowledge, the Commission has never granted a

higher cost of common equity based on company size

Does your cost of capital recommendation take into consideration any

perceived business risks that RRUI might face?

Yes. I believe that the amount of equity contained in my recommended

hypothetical capital structure mitigates any perceived business risk that

investors might think RRUI faces
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Does your silence on any of the issues, matters or findings addressed in

the testimony of Mr. Bourassa or any other witness for RRUI constitute

your acceptance of their positions on such issues, matters or findings?

No. it does not

Does this conclude your testimony on RRUI?

Yes. it does
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Qualifications of William A. Rigsby. CRRA

EDUCATION University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

Arizona State University
College of Business
Bachelor of Science. Finance, 1990

Mesa Community College
Associate of Applied Science, Banking and Finance, 1986

Society of Utility and Regulatory Financial Analysts
38th Annual Financial Forum and CRRA Examination
Georgetown University Conference Center, Washington D.C
Awarded the Certified Rate of Return Analyst designation
after successfully completing SURFA's CRRA examination

Michigan State University
Institute of Public Utilities
N.A.R.U.C. Annual Regulatory Studies Program, 1997 84999

Florida State University
Center for Professional Development 8; Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

EXPERIENCE Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix. Arizona
April 2001 - Present

Senior Rate Analyst
Accounting 8; Rates - Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix. Arizona
July 1999 - April 2001

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix. Arizona
December 1997 - July 1999

Utilities Auditor ll and III
Accounting & Rates - Revenue Requirements Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix. Arizona
October 1994 - November 1997

Tax Examiner Technician I / Revenue Auditor II
Arizona Department of Revenue
Transaction Privilege/ Corporate Income Tax Audit Units
Phoenix. Arizona
July 1991 - October 1994
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No Type of Proceedinq

ICE Water Users Association U-2824-94-389 Original CC&N

Rate IncreaseRincon Water Company U-1723-95-122

Ash Fork Development
Association. Inc E-1004-95-124 Rate Increase

Parker Lakeview Estates
Homeowners Association. inc U-1853-95-328 Rate Increase

Mirabell Water Company, Inc U-2368-95-449 Rate Increase

Bonita Creek Land and
Homeowner's Association U-2195-95-494 Rate Increase

Pineview Land &
Water Company U-1676-96-161 Rate Increase

Pineview Land &
Water Company U-1676-96-352 Financing

Montezuma Estates
Property Owners Association U-2064-96-465 Rate Increase

Houghland Water Company U-2338-96-603 et al Rate Increase

Sunrise Vistas utilities
Company - Water Division U-2625-97-074 Rate Increase

Sunrise Vistas UtiIRies
Company - Sewer Division U-2625-97-075 Rate Increase

Holiday Enterprises, Inc
db Holiday Water Company U-1896-97-302 Rate Increase

Gardener Water Company U-2373-97-499 Rate Increase

Cienega Water Company W-2034-97-473 Rate Increase

Rincon Water Company W-1723-97-414
Financing/Auth
To Issue Stock

W-01651A-97-0539 et al Rate IncreaseVail Water Company

Bermuda Water Company, Inc W-01812A-98-0390 Rate Increase

Bella Vista Water Company W-02465A-98-0458 Rate Increase

Pima Utility Company sw-02199A-98-0578 Rate Increase
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No Type of Proceedinq

W-01676A-99-0261 WIFA Financing

W-02191A-99-0415

Pineview Water Company

LM. Water Company, Inc

Marina Water Service. Inc W-01493A-99-0398

Financing

WIFA Financing

Tonto Hills Utility Company W-02483A-99-0558 WIFA Financing

New Life Trust. Inc
db Dateland Utilities W-03537A-99-0530 Financing

Sale of AssetsGTE California. Inc T-01954B-99-0511

Citizens Utilities Rural Company, Inc. T-01846B-99-0511 Sale of Assets

w-02113A-00-0233 ReorganizationMCO Properties, Inc

American States Water Company W-02113A-00-0233

W-01303A-00-0327Arizona-American Water Company

Arizona Electric Power Cooperative E-01773A-00-0227

T-03777A-00-0575

W-02074A-00-0482

360networks (USA) Inc

Beardsley Water Company, Inc

Mirabell Water Company W-02368A-00-0461

Reorganization

Financing

Financing

Financing

WIFA Financing

WIFA Financing

Rio Verde Utilities. Inc WS-02156A-00-0321 et al
Rate Increase/
Financing

W-01445A-00-0749 FinancingArizona Water Company

Loma Linda Estates. Inc W-02211A-00-0975 Rate Increase

W-01445A-00-0962 Rate IncreaseArizona Water Company

Mountain Pass Utility Company SW-03841A-01-0166

Picacho Sewer Company SW-03709A-01 -0165

W-03528A-01 -0169

W-03861A-01-0-67

Financing

Financing

Financing

Financing

W-02025A-01-0559 Rate Increase

Picacho Water Company

Ridgeview Utility Company

Green Valley Water Company

Bella Vista Water Company W-02465A-01-0776 Rate Increase

Arizona Water Company W-01445A-02-0619 Rate Increase
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No Type of Proceedinq

Arizona-American Water Company W-01303A-02-0867 et al Rate Increase

E-01345A-03-0437

WS-02676A-03-0434

Rate Increase

Rate Increase

T-01051 B-03-0454 Renewed Price Cap

Rate Increase

Arizona Public Service Company

Rio Rico Utilities. Inc

Qwest Corporation

Chaparral City Water Company

Arizona Water Company

W-02113A-04-0616

w-01445A-04-0650 Rate Increase

E-01933A-04-0408 Rate Review

G-01551A-04-0876

W-01303A-05-0405

Rate Increase

Rate Increase

SW-02361A-05-0657 Rate Increase

WS-03478A-05-0801 Rate Increase

Rate IncreaseSW-02519A-06-0015

E-01345A-05-0816 Rate Increase

Tucson Electric Power

Southwest Gas Corporation

Arizona-American Water Company

Black Mountain Sewer Corporation

Far West Water & Sewer Company

Gold Canyon Sewer Company

Arizona Public Service Company

Arizona-American Water Company

Arizona-American Water Company

W-01303A-05-0718

W-01303A-05-0405

Transaction Approval

ACRM Filing

Arizona-American Water Company W-01303A-06-0014 Rate Increase

Rate IncreaseUNS Gas. Inc

Arizona-American Water Com party

G-04204A-06-0463

WS-01303A-06-0491 Rate Increase

Rate Increase

Rate Increase

UNS Electric. Inc

Arizona-American Water Company

Tucson Electric Power

E-04204A-06-0783

W-01303A-07-0209

E-01933A-07-0402 Rate Increase

Rate IncreaseG-01551A-07-0504

w-02113A-07-0551 Rate Increase

Southwest Gas Corporation

Chaparral City Water Company

Arizona-American Water Com party W-01303A-08-0227 et al Rate Increase

Interim Rate IncreaseFar West Water 8¢ Sewer Company

Johnson Utilities. LLC

WS-03478A-08-0608

WS-02987A-08-0180 Rate Increase
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.I

utility Company Docket No Type of Proceeding

UNS Gas. Inc G-04204A-08-0571 Rate Increase

Rate IncreaseArizona Water Company

Black Mountain Sewer Corporation

W-01445A-08-0440

SW-02361A-08-0609 Rate Increase

Global Utilities SW-02445A-09-0077 et al Rate Increase

Rate IncreaseLitchfield Park Service Company

UNS Electric. Inc

sw-01428A-09-0104 et al

E-04204A-09-0206 Rate Increase







Composite Statistics: Water Utility Industry
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October 23. 2009 WATER UTILITY INDUSTRY 1793

and augurs well for providers

A l a r m i n g  C os t s

That  s a i d ,  t he  wat e r  u t i l i t y  i ndus t ry  has  s ome i s s ues
t o  c o n t e n d  w i t h .  I n f r a s t r u c t u r e s  a r e  ge t t i n g o l d e r  a n d
bec oming i nadequat e  i n  many  c as es .  S ome wi l l  requ i re
h e a v y  i n v e s t m e n t  i n  o r d e r  t o  m a k e  t h e  n e c e s s a r y  r e
p a i r s ,  w h i l e  E P A  s t a n d a r d s  g e t  t o u g h e r  d u e  t o  t h e
p o t e n t i a l  t h r e a t  o f  b i o t e r r o r i s m .  I n  a l l ,  i n f r a s t r u c t u r e
cos ts  are es t imated to amount  to hundreds  of  mi l l ions  of
do l la rs  over  t he nex t  decade.  Unfor t unate ly ,  mos t  aper
ac t ing in th is  space are laden wi th debt  and s t rapped for
c as h .  T hey  w i l l  be  f o r c ed  t o  s eek  ou t s i de  f i nanc i ng i n
o r d e r  t o  m e e t  t h e  g r o w i n g  c a p i t a l  o u t l a y s ,  w i t h  t h e
h i gh e r  i n t e r e s t  r a t e  c o s t s  a n d  g r e a t e r  s h a r e  c o u n t s
thwart ing shareholder  returns .  Note,  however ,  t hat ,  as  a
resul t  o f  t he indus t ry 's  capi ta l  in tens ive nature,  consoi i
cat ion i s  whi te  hot .  Those wi th  t he f lex ib i l i t y  t o  meet  i t s
commi tments  have ample oppor tuni t y  to  make deals  and
grow t he i r  c us t omer  bas e

There has not been much change in the Water
U t i l i t y  I n d u s t r y  s i n c e  o u r  l a s t  r e v i e w  i n  J u l y
Pr ov ide r s  con t inued  to  r eap  the  bene f i ts  o f  an
increas ing ly  favorab le  regu la tory  back ing ,  wi th
most in the group posting sol id top-  and bottom-
l ine  g r owth  in  the  second  qua r te r  ( Sep tember
results were not out as of the date this issue was
published)

However ,  the industry  has  fa l len  wel l  in to  the
bottom ha l f of our Survey for Timeliness, as share-
pr ice gains paled in comparison to those enjoyed
by the seemingly revital ized broader  market. We
suspect that water  ut i l i ty  s tocks wi l l  cont inue to
lose some of their  shine in the months ahead for
s imi lar  reasons, as  hopes of  economic  s tab i l i ty
p rompt  many  to  look  ou ts ide  th is  r e la t ive  sa fe
haven in  hopes o f  secur ingwider  ga ins .  Mak ing
matter  worse, earnings growth is l ikely to slow in
th e  s e c o n d  h a l f  o f  t h e  y e a r  a n d  r e ma in  w e a k
thereafter , due to tougher  compar isons and bur-
geoning operating costs

Longe r - te r m g r owth  p r ospec ts  a r e  no t  much
b e t te r  e i t h e r .  D e s p i te  th e  b r i g h te r  r e g u la to r y
landscape, in fras tructure costs  are expected to
continue ramping up due to aging water systems,
geographic expansion, and increasingly str ingent
EPA regulations. These, along with the subsequent
financing expenses, wil l  offset most of the afore
ment ioned he lp ,  and thus  l imi t  apprec ia t ion pa
ten t ia l  go ing  fo r wa r d .  As  a  r esu l t ,  mos t  o f  the
stocks in th is  segment offer  minimal 3- to 5-year
appeal

C on c l u s i on

Bright Demand Picture

a necessity, a fact that cannot be changed no

T h i s  i ndus t r y  i s  a  good  p l ac e  f o r  c au t i ous  i nv es t o r s
l o o k i n g  t o  p a r k  t h e m s e l v e s  u n t i l  a  s u s t a i n e d  m a r k e t
recovery  i s  ev ident .  Water  u t i l i t y  s tocks  are h is tor i ca l l y
m o r e  r e c e s s i o n  p r o o f  t h a n  t h e  b r o a d e r  m a r k e t ,  w i t h
t h e i r  s t e a d y  d i v i d e n d  g r o w t h  r e d u c i n g  t u r b u l e n c e  i n
s hare  pr i c e  and padd ing re turns .  Howev er ,  t hos e wi t h  a
penc han t  f o r  growt h  w i l l  p robab l y  wan t  t o  t ak e  a  pas s
opt ing for  an area wi th  more ups ide.  There are a couple
of  issues here that  s tand out  for 3- to 5-year apprec iat ion
po t en t i a l ,  nam e l y A qua  A m er i c a  and  S ou t hwes t  Wat e r
Company ,  but the lat ter 's  Below Average (4) Safety  rank
a n d  p o o r  F i n a n c i a l  S t r e n g t h  r a t i n g  m a y  e v o k e  s o m e
a p p re h e n s i o n .  M e a n wh i l e , Aqua's d e p e n d e n c e  o n  a n
aggress ive acquis i t i on tendency  to  dr i ve ga ins  may  wel l
need to  be tempered i f  f i nances  cont inue to  deter iorate
A mer i c an Water Works  is  another interes t ing opt ion,  but
i t s  s hor t  t rad ing h i s t o ry  and  l ac k  o f  per f o rmanc e  i nd ia
tors  should scare of f  mos t .  As  a lways ,  we adv ise paten
r ial  inves tors  to read the indiv idual  reports  of  each s tock
be f o re  mak i ng a  f i nanc i a l  c ommi t ment

These utilities have the ultimate job security. Water is
m a t t e r

w h a t .  R e c o gn i z i n g  t h a t  a  c o m m u n i t y  s  w e l l  b e i n g  i s
c losely  t ied to  a prov iders  heal th ,  many  s tate regulatory
bod ies  t ha t  were  onc e  an t agon i s t s ,  hav e  c hanged t he i r
t u n e  a n d  t a k e n  o n  a  m o r e  b u s i n e s s  a p p r o a c h .  T h e s e
au t hor i t i es ,  wh i c h  were  pu t  i n  p l ac e  t o  he l p  ma i n t a i n  a
ba lance o f  power  between cus tomers  and prov iders  and
to ensure fa i r  bus iness  prac t ices ,  are now handing down
m ore  f av o rab l e  ru l i ngs .  Res pons i b l e  f o r  rev i ew i ng and
ru l ing on genera l  ra te  reques ts  made by  u t i l i t i es  t o  he lp
r e c o v e r  c o s t s ,  t h e y  h o l d  t r e m e n d o u s  p o w e r  a n d  c a n
potent ia l l y  mak e or  break  a  c ompany .  The rec ent  about
f ac e  i n  demeanor  c rea t es  a  f a r  more  f av o rab l e  c l i ma t e

A n d r e  J Costanza
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2009

18.90

3.80

1.90

1.02

4.00

15.55

18.50

Bold Hg
Vale
destin

350

35.0

35.5%

5.0%

46.5%

53.5%

665

870

7.0%

10.0%

10.0%

2008
18.42

3.37

1.55

1.00

4.45

17.95

17.30

22.6

1.37

2.9%

318.7

26.8

37.8%

6.9%

46.2%

53.8%

577.0

825.3

6.4%

8.6%

8.6%

2006
15.76

2.89

1.33

.91

3.91

16.64

17.05

27.7

1.50

2.5%

2685
23.1

40.5%

12.2%

48.5%

51.4%

551.6

750.6

6.0%

8.1%

8.1%

2007
17,49

3.31

1.62

.96

2.89

17.53

17.23

24.0

1.27

2.5%

301.4

28.0

42.6%

8.5%

46.9%

53.1%

569.4

776.4

6.7%

9.3%

9.3%

2004 2005
13.51

2.23

1.05

.BE

14.08

2.64

1.32

.90

5.03

15.01

4.24

15.72

15,75 18.80

23.2

1.23

3.6%

21.9

1.17

3.1%

22B.0

16.5

238.2

22.5

37,4% 47.0%

47.7%

52.3%

50.4%

49.6%

4B04

864.2

532.5

713.2

5.2%

8.5%

6.6%

5.4%

8.5%

8.5%

1 9 9 3 1994 1995 1996 1997 1998 1999 20o0 2001 2002 2003
9.27
1.67
1.11
.79

10,43

1.68

.95

.ea

11.03

1.15

1.03

.81

11.37

1.75

1.13

.82

11.44

1.85

1.04

.BE

11.02

2.04

1.08

.BE

12.91

2.26

1.19

.as

12.17

2.20

1,28

.85

13.06

2.53

1.35

.87

13.78

2.54

1.34

.B7

13.98

2.0B

.78

.BB

1.90

9.95

2.43

10.07

2.19

10.29

2.40

11.01

2.58

11.24

3.11

11.48

4.30

1182

3.03

12.74

3.18

13.22

2.5B

14.05

3.75

13.97

11.71 11,77 11.77 13.33 13.44 13.44 13.44 15.12 1512 15,18 1521

13.4

.79

5.3%

12.8

.84

6.6%

11.6

.78

6.7%

12.6

.79

5.8%

14.5

.BE

5.5%

15.5

.81

5.0%

17.1

.97

4.2%

15.9

1.03

4.2%

16.7

,Se

3.9%

1B.3

1 0 0

3 5 %

31.9

182

3.5%

19.75

3.95

2.05

1.08

Revenues per sh

"Cash Flow" per sh

Eamings perch A

Div 'd Ded'd per sh 51

21.75

4.60

2.60

1.25

4.25
19.45

Cap'I Spending per sh
Book Value per sh

5.00
22.00

1s.7s Common Shs0utst'g c 20.00

:res are
Line
ates

Avg Ann'lPIE Ratio
Relative PIE Ratio
Avg Ann'l Div'd Yleld

20.0
1.35

2.5%

370
39.0

Revenues ($miII)
Net Profit ($Mill)

435

52.0

37.0%
5.0%

Income Tax Rate
AFUDC % toNetProfit

40.0%

5.0%

46.0%

54.0%

Long-Term Debt Ratio

Common Equity Ratio

46.5%

53.5%

675
925

Total Capital ($mill)
Net Plant (smile)

825

1025

7.5%

10.5%

10.5%

Return on Total Cap'l

Return on Shr. Equity

Recur on Com Equity

8.5%

12.0%

12.0%

173.4

16.1

184.0

1B.0

197,5

20.4

209.2

20.3

212.7

1 t .9

46.0% 45.7% 43.0% 38.9% 43.5%

51 0%
48.4%

475%

51.9%

54.9%

44.7%

52.0%

48.0%

52.0%

48.0%

328.2

449.6

371.1

5094

447.6

539.8

444.4

563.3

442.3

5023

6.5%
100%
10.1%

8.4%

9.2%

9.3%

B.1%

10.1%

10.1%

B.5%

9.5%

9.5%

4.5%

5.8%

5.6%

CAPITAL STRUCTURE as of 6/30/09
Total Debt $317.8 milL Due in 5 Yrs $12.0 mill.
LTDebt $306.3 mill. LT Interest $22.0 mill,
(LT interest earned: 4.Bx:total interest
coverage: 4.4x) (46%of Cap'l)

Leases, Uncapitalizedz Annual rentals $2.9 mill.

Pension Assets-12lOB$54.2 mill.
Dblig. $94.5 mill.

Pfd Stock None.

Common Stock 18,499,423 she.
as of Bl5I09
MARKET CAP: $615 million (Small Cap)

2007 200B 6130109

1.7
43.7
83.1
29.1
37.8
27.4
94.3

314%

9.8
B7.6
97.4
39.6
11 .5
37.8
B8.9

440%

7.3
55.9
90.6
36.6
75.3
25.5

137.4
293%

CURRENT POSITION
(SMILL)

Cash Assets
Other
Current Assets
Accts Payable
Deb\ Due
Other
Current Limb.
Fix. Chg. Cov.

Past
10 Yrs.

4.5%
5.5%
3.5%
1.5%
4.5%

ANNUAL RATES
ofchange(per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Est'd '05-'08
to '12-'14

4.0%
6.5%
9.5%
4.5%
4.0%

Pas(
Yrs.
5.0%
6.0%
5.5%
2.0%
5.0%

Cal-
endar

QUARTERLY REVENUES (S mill.)

Ma r . 3 1  J un. 3 0 Sep.30 De c . 3 1
Full
Year

2006
2007
2008
200g
2010

66.3
74.0
B4.2
85.0
90.0

75.0
75.8
85.3
91.8
98.0

63.0
79.3
B0.3
93.6
99.0

B4.3
72.3
68.9
79.6
83.0

268.6
301.4

318.7

350

3 7 0

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

Full
Year

2006

2001

2008

2009

2010

.35

.40

.30

.28

.30

.36

.42

.53

.64

.65

.32

.44

.25

.56

.60

.30

.35

.43

.42

. s o

1.33

1.62

1.55

1.90

2.05

Cal-
endar

QUARTERLY DIVIDENDS PAID Bl
Mar.3I Jun.30 SeD.30 Dec.31

Full
Year

2005

200s

2007
2008
7000

.225

.235

.250

.250

,225
.225
.235
.250
250

.225

.225
.235
.250
790

.225

.225

.235

.250
'Mn

.90

.91

.96

1.00

2.9%
72%

3.0%

68%

3.6%

65%

3.3%

65%

NMF

113%

1.0%

BE%

2.8%

67%

2.7%

67%

3.9%

58%

3.1%

64%

5.0%

56%

5.5%

52%

Retained to Com Eq
All Div'ds to Net Prof

6.0%

48%

ere in the city of Big Bear Lake and in areas of San Bernardino
County. Acquired Chaparral City Water of Arizona (10100). Has
roughly 675 employees. Officers 81 directors own 2.5% of common
stock (4109 Proxy). Chairman; Lloyd Ross. President & CEO: Floyd
Wicks. Inc: CA. Addr.: 630 East Foothill Boulevard, San Dimas, CA
91773. Tele.: 909-394-3600. Internet: www.aswater.com.

BUSINESS: American States Water Co. operates as a holding
company. Through its principal subsidiary, Golden State Water
Company, it supplies water to more than 250,000 customers in 75
communities in 10 counties, Service areas include the greater
metropolitan areas of Los Angeles and Orange Counties. The oom-
pany also provides electric utility services to nearly 23,250 custom-

t h e  f o u r t h  q u a r t e r  a n d  2 0 1 0 .
F i n a n c e s r e m a i n  a  m a j o r  c o n c e r n . A1 -
t h o u g h  m a n a g e m e n t  p a i d  d o w n  r o u g h l y
$ 4 5  m i l l i o n  i n  d e b t  i n  t h e  J u n e  q u a r t e r ,  i t
w a s  f o r c e d  t o  i s s u e  s h a r e s  t o  d o  s o .  F u r -
t h e r  d e b t  r e d u c t i o n  i s  h i g h l y  u n l i k e l y
g o i n g  f o r w a r d ,  w i t h  o n g o i n g  f i n a n c i n g  l i k e -
l y  t o  b e  u s e d  t o  m e e t  c a p i t a l  r e q u i r e m e n t s .
I n  f a c t ,  w e  l o o k  f o r  A W R  t o  t a p  d e b t  a n d
e q u i t y  m a r k e t s  i n  t h e  f u t u r e  i n  o r d e r  t o
c o m p l y  w i t h  i n c r e a s i n g l y  s t r i n g e n t  E P A
r e g u l a t i o n s  a n d  i m p r o v e  i n f r a s t r u c t u r e s .
T h e  i n c r e a s e d  i n t e r e s t  r a t e  e x p e n s e  a n d
g r e a t e r  s h a r e  c o u n t  t h a t  w i l l  a c c o m p a n y
s u c h  m a n e u v e r i n g s  a r e  l i k e l y  t o  d i l u t e  f u -
t u r e  g a i n s ,  t h o u g h .
G r o w t h - m i n d e d  i n v e s t o r s  c a n f i n d
b e t t e r  o p t i o n s . A W R  d o e s  n o t  s t a n d  o u t
f o r  T i m e l i n e s s  o r  3 -  t o  5 - y e a r  a p p r e c i a t i o n
p o t e n t i a l ,  a s  i n f r a s t r u c t u r e  c o s t s  m i r e  f u -
t u r e g r o w t h r a t e s . A l t h o u g h i n c o m e -
m i n d e d  i n v e s t o r s  m a y  b e  h e s i t a n t  t o  j u m p
a b o a r d ,  g i v e n  t h a t  t h e r e  h a s  y e t  t o  b e  a n
a n n o u n c e m e n t  a b o u t  a  d i v i d e n d  i n c r e a s e ,
w e  a r e  n o t  c o n c e r n e d  a n d  s u s p e c t  t h a t  a
r a i s e  i s  o n  t h e  h o r i z o n ,  t h u s  m a i n t a i n i n g
t h e  h i s t o r y  o f  a n n u a l  d i v i d e n d  g r o w t h .
A n d r e  J  C o s t a n z a O c t o b e r 2 3 ,  2 0 0 9

R e c e n t  r e g u l a t o r y  c h a n g e s  a r e  f u e l i n g
s t r e n g t h  a t  A m e r i c a n  S t a t e s W a t e r .
T h e  w a t e r  u t i l i t y  p r o v i d e r  p o s t e d  e a r n i n g s
o f  $ 0 . 6 4  a  s h a r e  i n  t h e  s e c o n d  q u a r t e r ,
2 1 %  b e t t e r  t h a n  l a s t  y e a r ,  a s  a  m o r e  b u s i -
n e s s  f r i e n d l y  a p p r o a c h  b y  t h e  C a l i f o r n i a
P u b l i c  U t i l i t i e s  C o m m i s s i o n  h e l p e d  s a l e s
i m p r o v e  1 7 % ,  t o  $ 9 4  m i l l i o n ,  d e s p i t e  a
d e c r e a s e  i n  w a t e r  c o n s u m p t i o n .  S p e c i f i c a l -
l y .  t h e  a d o p t i o n  o f  a  w a t e r  r a t e  a d j u s t m e n t
m e c h a n i s m  a n d  a  m o d i f i e d  c o s t  b a l a n c i n g
a c c o u n t  w e r e  $ 2 . 2  m i l l i o n  a c c r e t i v e  t o  t h e
t o p  l i n e  a n d  b o o s t e d  s h a r e  e a r n i n g s  b y
$ 0 . 0 7 .  W e  s u s p e c t  t h a t  t h i r d - q u a r t e r  r e -
s u l t s  w e r e  p r o b a b l y  e v e n  m o r e  i m p r e s s i v e ,
w i t h  t h e  b o t t o m  l i n e  n e a r l y  d o u b l i n g  f r o m
l a s t  y e a r ' s  w e a k  t a l l y .  A s  a  r e s u l t ,  w e ' v e
r a i s e d  o u r  f u l l - y e a r  e a r n i n g s  e s t i m a t e  b y
1 2 %  t o  $ 1 . 9 0 .
W e t h i n k  t h e r e  c o u l d  b e  s o m e  h u r d l e s
a h e a d ,  h o w e v e r . C o m p a r i s o n s  g e t  m u c h
t o u g h e r  b e g i n n i n g  w i t h  t h e  D e c e m b e r
q u a r t e r  a n d  a r e  l i k e l y  t o  r e m a i n  s o  h e n c e -
f o r t h .  M e a n w h i l e ,  o p e r a t i n g  c o s t s  a p p e a r
t o  b e  o n  t h e  r i s e ,  w i t h  i n f r a s t r u c t u r e  a n d
m a i n t e n a n c e e x p e n s e s c o n t i n u i n g t o
m o u n t  d u e  t o  a g i n g  w a t e r  s y s t e m s .  T h u s ,
w e  l o o k  f o r  g r o w t h  t o  s l o w  c o n s i d e r a b l y  i n

Target Price Range

L E G E N D S . .
1. 25 x Dlvldends n sh
divided by  pnteresk Rate
Relative Price Strength

3-fOr-2 5pl'l1 8102

dad area: prior lecessinn
Latest recession began 12/07

(A) Primary earnings.
gair\sl(losses): '04, 14¢, '05, 25¢, '06, 6¢, '08, June, September, and December. I Div'd rein

g;I,'g4;"3'; "9$'bi'l?€f"'"°""
Price Growth Penslshnue
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s oExcludes nonrecurring (B) Dividends historically paid in early March

i27¢). Next earnings report due early Nov. May vestment plan available
(c In millions, adjusted for saiL
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h a s  c r e a t e d  a  m o r e  f a v o r a b l e  b a c k -

. Indeed. provider
expectations second

3l.\arter. reartlng earnings al' $0 a
are. 21% enter than last year. The tog

line advanced 11%, to $116 million, wt
rate increases adding $19 and
offsetting lower usage by existing custom- attention.

the line
ongoing

the all oralla

modest share-net shortfall. Plus, we expect
t.hat operate costs did not abate.

drop for California Water Service . and remain moderate 8o1n 1
G r e g the water utllityl forward. Even though tough comps Aug t
exe ed high in e to subside a bit over the next few quarters.

.58 protltablllty MII likely be limited by rising
infrastructure costs. Maintenance ex-
penses should continue to rise as many

.2 million pipelines and wells are in need of serious
Meanwhile, the additional fi-

ers. We "pm top nonce commitments that will have to be
benefiting ram assumed, given CW'I"s weak balance sheet
front, particularly and high ts of doing business, are ex-
Utilities Commission's recent adoption of a petted to limit bottom- ine growth for the
water revenue adjustment mechanism. the foreseeable future.

for everybody Its
The compa- are dull. given the grow-

we envision
over the next couple of

years. The issue may, however, interest
those looking to take shelter from the eco-
nomic uncertainty that has resulted in
recent broad market volatility. Indeed,
CWTs steady dividend growth makes an
attractive component in today's market
and '"'={ well appeal to risk-averse lives
tors see *Gs a low-rlsk alternative.
Andre .1 stanza October 23, 2009

implementation of a modeled cost balanc- This stock is not
in account. and tiered rates. growth prospects
ny filed a general rate case seeking an ad- lng infrastructure costs that
dltlomal S 0.6 million in 2011, with re- being required
guests of roughly $25 million for 2012 and
013. Interim cases. meanwhile. should

add nearly $9 million annually
Nevertheless. we suspect that growth
hit a speed bump In the September
period .. (Results were not out when we
went to press with this issue.) Although
we look for demand to remain healthy.
tough comparisons probably resulted in a
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s e w e r  t a p s .  A l s o .  y e a r - o v e r - y e a r  r e v e n u e
a n d  e a r n i n g s  c o m p a r i s o n s  f o r  t h e  f i r s t  t w o
q u a r t e r s  a r e  s k e w e d  b y  S o u t h W e s t ' s  r e -
s t a t e m e n t  o f  i t s  f i n a n c i a l  r e p o r t s  f o r  t h o s e
p e r i o d s .  M e a n w h i l e .  t h e  c o m p a n y  i s  p o i s e d
t o  h a v e  a  l a c k l u s t e r  y e a r  a s  t h e  s l o w d o w n
i n  t h e  e c o n o m y  h a s  i m p a c t e d  b u s i n e s s
o v e r  t h e  p a s t  a w  q u a r t e r s ,  a n d  s h o u l d
c o n t i n u e  t o  d o  s o .
S o u t h W e s t ' s  f i x t u r e  r o t h  w i l l  l i k e l y
b e  a c h i e v e d  t h r o u g h  a c q u i s i t i o n s  a n d
r a t e  i n c r e a s e s .  T o  t h i s  e x t e n t ,  t h e  c o m -
p a n y  h a s  p u t  i n  f o r  a  n u m b e r  o f  r a t e  i n -

I t  i s  a l s o  p o s i t i o n i n g  i t s e l f  t o  m a k e
t o  s t a b  i s  i t s  p o s i t i o n

f u t u r e  p e t i t i o n s .  S W W C  m a y  l o o k  t o
l o s t  b e -

c r e a s e  c a s e s  i n  C a l i f o r n i a ,  T e x a s ,  a n d  A l a -
b a m a .
2 0 1 0  a  " t e s t  y e a r "
f o r
b u y  a  u t i l i t y  t o  r e p l a c e  t h e  o n e

Target Price Range

Illlllllll

( a l  I nduces intangibles. In200B:~$19.3 mill ion

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Eamings Predlciability

( A )  D i l u t e d  e a r n i n g s .  E x c l u d e s  n o n r e c u n i n g
gains ( losses):  '00,  (3¢)I  '01,  (5¢).  '02,  1¢,  '05,  Apr il,  Jury,  and October.
23¢),  '07, (54¢).

9.  (54¢)!  Needeamings reporf late November.
o 2008,

nli\maybelepfo4uue¢,1esd4. stied orvansninedin anypfin1A:d.dewulic or atha iumu, of

( B)  Di v i d e n d s  h i s t o r i c a l l y  p a i d  i n  l a t e  J a n u a r y , $ 0 . B3 l s h a r e
( E)  Ea mi n g s  ma y  n o t  a d d  d u e  t o  r o u n d i n g

' 0 8 ,  ( $ 1 , 3 5 ) ;  S Q  ' 0 9  ( 2 4 ¢ ) : 2 Q ( C \n  mi l l i o n s .  a d ju s t e d  f o r  s p l i t s

V o w L ine  Pub l ish  ,  IM .  Al l  "re  resave  Factua l  r t taenar  iS ob fahed  l im sauces  bd iewd to  be  re tab le  and  iS prov ided  wiuwu Warant ies  d  a
THE pusLrsttER IS NOT R NSIBLE OR ANY ERRORS OR orlassrons HEREIN. nu,3'r"l,{,¢aIg0n is guilty lot sulrscriads own. noncoInnecid. iriemd use

torgeiuadngormadrelirganypriledurdearoiikpuhicailion.setrriceorproduu

Ill



AOUAAWERICA~vsE.wm
RECENT
PRICE 16.65 Tom) 20.1(L22;:3§5) e1.16 DIV'D

YLD 3.5%
VALUE
LINE

14.8
9.4

15.0
9.6

18.8
11.8

18.5
14.2

29.2
17.5

29.8
20.1

26.6
18.9

22.0
122

21.5
16.1TIMELIIIESS 3 InvlHed GI26lll9

SAFEW 3 1owwsnIos
TECHNICAL 4 Raised 10l1GI09
BETA .65 (1~00-Millel)

HI h
1°°w

Ann'I Total
Return
26%
13%

2012-14 PROJECTIONS

Price Gain
4 0  ( + 1 4 ° %;
z s (+50%

NDJFIIAMJJ
000000000
010100000
010000000

insider Decisions

w e
01=v~1»
w s

'23%

Institutional Declslons
mms 1Mll¢9 21mm

131 130 117
131 134 135

ow eoeee 83551 S1341

4.|0f-
~~x-i

.a lllll 111
1. 9

5 f  -4I l lO
a l̀ AllI O

I
11 ll° "lm 11' Ill I'll

"III
1

all
I

. | .Ill - .|

/Tu

2013

.J I-4
n 111 I Q,

9 • no
u

*O
-

I

no " n

. ILL. vIII I'll.|.
I III
.I Ill

5.9%

9.7%

9.7%

"I'll
lllllI

I M H -
ll l llm ll

6.4%

10.0%

10.0%

I
I

III

uu- I I
I

I I
ll I

I llllIIII I lllllll I'll I '| I  I ' l l lllllI I
2009

5.00

1.55

.82

.54

2.10

8.05

136.00

Bold fig.
Value
destin

680

115

39.0%

3.5%

54.0%

46.0%

2385

3150

6.5%

10.5%

10.5%

2008
4.53

1.42

.73

51

1.9¢

1.82

135.37

24.9

1.50

w s

627.0

s1.s

:a n s

3.1%

54.1%

45.9%

2506.6

2991.4

5.7*
w s
9.3%

2007
4.52

1.37

.11

.48

1 .79

1.32

133.40

32.0

1.70

2 1 *

eons

95.0

: w s
2.9%

ss.4s
44.6%
2191.4

2m. a

5.9%

9.7%

9.7%

1993 1994 1995 1998 1997 1998 1999 z000 2001 2002 20os 2004 2005
1.10

.42

.24

21

1.82

.42

.26

.21

1.84

.41

.29

22

1.as

.50

. to

.23

2.02

.56

.34

.24

2.09

.G1

.40

.26

2.41

.72

.42

.2̀ I

u s

.16

.41

be

270

.as

.51

.30

za g

.84

.54

.32

2.97

as

51
.35

M B

1.00

.so

.37

3.85

1.21

.11

.40

.41
p a

.46
2 . 1

.so

2.46

.48
2.s9

.58

w

.oz

3.21

.90

3.42

1.15

385

1.o9

4.15

1.20

4.35

1.32

5.34

1.54
a w

1.s4

G N

ss.4o ss.n 63.74 es.1s 67.47 72.20 mm M n 113.87 113.19 123.45 127.11 128.97

14.4

.85

5_9*

13.5

.19

a w

12.0
so

w s

15.6

.so

4.9%

11.a

1.03

w s

22,5

1.11

29%

21.2

121

3.0%

18.2

1.11

was

23.6

121

2.5'/»

a s

1.29

2.5'/4

24.5

1.40

2.5%

25.1

1.33

2.3%

a1.a

1.69

w s

zoos
4.03

1.be

.10

. u

2.05

ass

132.33

24.7

1.11

14%

sss.s

92.0

:asks

51.6%

41.4°»

1904.4

2506.0

6.4%

10.0%

10.0%

1.55
5.30

.to

.Sc

Rcwuunponll
"C1CIIFIW push
Eltwlsfwwh A
Dlv'dDod'dl»rlh 'l

1.25

Asa

2.10

.cs

n o
8.35

¢»1s»-~l=¢w-h
BoolVillll\\\'$l\

2.75
F m

n o CammonShsOutd'g c 131.00

n u n
i n

lngNll'IPlERI\lo
RdlllvlpERIIIo
AvlMII1Dlv'dYldd

25.0

1.65

2.0%

m

125

w w w - u v
w v l v l h l w l

900

170

39.0%
w s

h1eul»TaxRll
uuncxunnrluu

:max
we

a m s
46.0%

Lang-Tum Dllll Rollo
Curran Ratio

4!Lll%

51.0%

w e
Ono

radca11w($mm
nm nualsfnnn

use
:4aa0

w s

11.0%

11.0%

h O n m T M & p 1
RlhlmonShr.Eqli\y
IInlllnanCamEqll\y

a c
11.5%
115%

257.3

45.0

275.5

50.7

s o u
58.5

322n
62.7

367.2

s1.a

442.0

a0.0

was
91.2

aux 38.9% 39.3% 38.5°/o 39.374 39.41. :ws

52.g*
w a s

52.0%

41.5%

522%
47.7*

54.2%

45.s%

S M *
48.6%

50.0'/»

50.0°/»

52.0%

4a.0as

m . 1
1135.4

901.1

1251.4

s o u
13541

1076.2

1490.8

1355.7

1824.3

1497.3

2068.1 h a
16944

.o

1.6%

12.2*

12.3%

w s
11.1*
11.T*

1.8°l»

12.3%

12.4%

7.5%

12.7%

12.ns

w s

102%

10.2°/»

6.7'l»

10.7%

l a m

6.9%

112%

11.2'A

cArrrAL SIRUCTURE as d mums
Tull mu: $1255.4 ll\il. DUO he Yr $245.0 ml.
LT nm $12271 alia. LT Inland $65-0 Iii.
(LT iulelsst elmer: 3.4x; haul innefest cnvauugo:
3.4x) (54% al capl)

ume" Au-u.12I09 $1122 man.
Aug. $204.1 mu.

Pfd Start Nuns
Common Slodt 135,911,140 shams
l l  a 7 1 2 1 m

IIARKET CAP: $2.3 bllllon (III C»)

a m 2008 8130109cunaev n rosmou

8%
Raedvubles
l1W¢l*°'¥ (Avgcsi)
Other
c u n t  A s t e r
Al:dspaylblo
Dahl Due
Other

13.8
84.9

9.7
14.1

122.5
29.5
21.1

148.8
205.8

-
C4l1!n1 tab.
Fix. . Cov.

14.9
84.5

9.8
11.8

121.0
s0.0
87.9
55.3

193.2
329% 3 2 5 *

14.5
82.9

8.8
9.3

115.5
45.s
80.8
56.6

183.2
323%

r a n E i fd  ' 0 0 - ' N
sYn. 10'12-'14
g_0* 8.5%
8.0% 7.5%
5_5* 10.0%
8 . 0 * 5 . 5 *

10.0% 6.5%

r a n
11 yr.

8.0%
9.5%
7.5%
7.0%
9.5%

ANNUAL RATES
d do cw ~h»
Revenues
" c w Flow"

mg;
Dividends
seek Value

Cd-
cndar

uulmsnLvnsval\zsls»»ll
1l\'.31 Ju\.30 $0930 001:31

Full
V s

zoos
ZW!
zone
zoos
2010

117.9
137.3
1314.3
154.5

m s
149.1
159.6
173.2
185

141.0
185.5
111.1
115
195

131.7
150.6
151.0
167.3
185155

533.5
602.5
627.0
sao
730

Cal-
cndar

EIHIIGS rel sauna: A
11¢\ ' .31 Jun.30 $1930 011

r m
you

200s
2007
2008
m s
2010

.21

.zz

.2G

.pa

.19

.19

.19

.21

.pa

.11

.11
.11
.19
.Hz t o.

.13

.13

.11

.14

.15

.70

.11

.73

.82

.of

Cll-
ondar

"l IR1'EI\ l¥NNNHISPIN1l
1lu.:1 J\1\.30 Sill-30 DC¢:.31

s o l
Year

200s

zoos

2007

2008

2000

.107

.115

.125

.135

.098

.115

.125

.125

.135

.098
.107
.115
.125
.135

Just
.101
.115
.125
.135

44
.40

is
.51

4.3%
85%

4_7*
was

5.1*
seas

5.2%

seas

4.2%
s o .

4.5%

51%

4.9%
55*

:ms
63*

a.21s
a n

M*
m

4.0%

04%

4.5%

51%

R nduCamEq D
Aloiv'an»n¢p~¢

5.5%

53%

»|

762 W ed wane Avenue. Bryn Main, Penumvalla 19010 Td-
qzhone 610-525-1400. Wemec www.aquaamelim.enm.

BUSl|ESS:AqulAm¢lid.|na isU¢|1uldil1geomplllyld'\|n|¢| 0lhes.Wdelsupplyr0\l8l\l¢s'08Il8ide1\ill,60%.oummelual.
14%;in4uuiuaaum.zs%.olnwsnnaailuanrsawn1.3%d

dull i\ puwuvlva-ia. Ohio, Nndh cunard. Ihmis. TGIGS, New lheeanvnan m0a<14109 porn. Chlilll\l\ a Chief Emawlive of-
Juuy,F|n|i4a,Indam.u» uf» v¢¢m¢u1uu.owu1¢uuun¢u icenllidmalashdenedids lneclpoidadxFumsy1lnm\ia.Address:
l0llrnun-wlllrbuli l lol! l5h'91'lal¢lnlMii\gglul¢i' l '93.IM .
emu; l» uaA4l» sw¢=¢_1/os.canwmu=wm_4l9s.ma :

Aqua America completed the
a good

a p -
f o rp r o x i m a t e l y

a d j u s t m e n t s
agenc ies .

A q u a 's  f a v o r .  A d d i t i o n a l  r a t e  i n c re a s e  p e t i -
o f  $ 5 0  m i l l i o n  w i l l  a l s o

m0nth5_ peal to conservative investors.
probable steady dividend growth

2 0 1 2 - 2 0 1 4  h o r i z o n o f
h i g h

O c t o b e r  2 3 ,  2 0 0 9

T h i s  s h o u l d  b e n e f i t  W T R ' s  c o s t  s t r u c t u r e ,
a s  w e l l  a s  e r r a n d  I t s  c u s t o m e r  b a s e .
A  f o c u s  w t a l s o  r e m a i n  o n  p r o c u r i n g
f a v o r a b l e  r a t e  i n c r e a s e  j u d g m e n t s
o v e r  t h e  n e x t  f e w  y e a r s .  A s  a  p o r t i o n  o f
c a p i t a l  s p e n d l n § ( c u r r e n t l y  p l a n n e d  t o  r u n
u p  t o  a b o u t  $ 3  5  m i l l i o n  p e r  a n n u m ) .

1 0 % i s e a r m a r k e d
" c o m p l i a n c e  s p e n d i n g " .  w h i c h  i s  u s e d  f o r

m a n d a t e d b y r e g u l a t i n g
T h e  r e m a i n i n g  9 0 % w i l l  l i k e l y  b e

u s e d  t o  m a k e  i m p r o v e m e n t s  t o  c u r r e n t  f a -
c i l i t i e s  i n  o r d e r  t o  p e t i t i o n  f o r  m o r e  r a t e
in c re a se s .
T h e  b o a r d  o f  d i r e c t o r s  a p p r o v e d  a
d i v i d e n d  i n c r e a s e .  D u r i n g  i t s  a n n u a l
s t r a t e g y  s e s s i o n ,  a  7 . 4 % r i s e  w a s  i n s t i t u -
t e d .  a n d  w i l l  b r i n g  t h e  y e a r - a h e a d  d i v i -
d e n d  u p  t o  $ 0 . 5 8  a  s h a re .
This neutrally ranked stock may @5-

T  e
a n d  t h e

w o r t h w h i l e  a p p r e c i a t i o n  p o t e n t i a l  o v e r  t h e
s u p p o r t  t h e  a p p e a l

t h e s e  s h a r e s .  A l s o  o f  n o t e  a r e  t  e
m a r k s  f o r  S t o c k  P r i c e  S t a b i l i t y  a n d  E a m -
i n g s  P r e d i c t a b i l i t y .
J a v a  D .  b u r k e

s t r a t e g i e s
u t i l i t i e s  a n d

i m p r o v e m e n t s  i n
r e l i e f  j u d g m e n t s .

s e c o n d
q u a r t e r  o n n o t e .  D e s p i t e  u n f a -
v o r a b l e  w e a t h e r  c o n d i t i o n s  a n d  t h e  s l o w -
d o w n  i n  t h e  h o m e  b u i l d i n g  m a r k e t .  t h e
c o m p a n y  r e g i s t e r e d  r e v e n u e  a n d  e a m l n g s
g r o w t h  o f  n e a r l y  1 1 %.  A l s o ,  a  n u m b e r  o f
r a t e  i n c r e a s e s  w e r e  a p p r o v e d  b y  t h e
c o u r t s ,  a n d  t h e  y e a r - t o - d a t e  a p p r o v a l  o f
$ 2 7 . 2  m l l l l o n  i n  u p w a r d  r a t e  a d j u s t m e n t s
s h o u l d  h e l p .  b o l s t e r  t h e  t o p  a n d  b o t t o m
l i n e s  o v e r  t  e  n e x t  f e w  q u a r t e r s .
T h e  c o m p a n y  i s  l i k e l y  t o  b u i l d  o n  t h i s
m o m e n t u m  i n  2 0 1 0 .  I n d e e d ,  s e v e r a l  r a t e -
r e l i e f  c a s e s  s h o u l d  b e  d e c i d e d  i n  t h e  l a t t e r
h a l f  o f  t h i s  y e a r .  a n d  t h e  m o r e  t h a n  $ 9
m i l l i o n  r e q u e s t  t h i s d y e a r  w o u l d  b e  a c c r e -
t i v e  t o  r e v e n u e s  a n e a m l n g s  g o i n g  i n t o
2 0 1 0 ,  p r o v i d e d  t h e  c a s e s  a r e  r u l e d  i n

t o n s  f o r  u p w a r d s
b e  f i l e d u r l  n g  t h e  n e x t  f e w
n o t a b l y  i n  P e n n s y l v a n i a  a n d  N e w  J e r s e y
A q u a  A m e r i c a  w i l l  l i k e l y  r e m a i n  a c -
t l v e  o n  t h e  a c q u i s i t i o n  f r o n t .  O n e  o f  t h e
c o m p a n y ' s  c u r r e n t  g r o w t h i n -
v o l v e s  p u r c h a s i n g  a v a i l a b l e
m a k i n g  i n f r a s t r u c t u r e
o r d e r  t o  p r o c u r e  r a t e

Target Price Range

Ill.ll\.L

Pendent
shares

15
10
5

(C) In millions, adjusted for stock splits
B+

'00, 2¢, '01, 2¢. '02, 5¢
(B) Dividends hislotically paid in early March
June, Sept. a Dec. I Div'd. reinvestment plan
available (5% discount)

Company's Financial Strength
Stock's Price Stabillty
Price Growth Persistence
Earnings Predictability

A) Diluted shares. Exd. nor rec. gains
losses): '99, (11¢);
03, 4¢. End. gain num disc. operations: '96
2¢x Nexteamings report due early November.
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Composite Statistics: Natural Gas Utility
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38528
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44207
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45500

1775

47000

1850

Revenues ($mill)

Net Profit ($mill)

52750

2150

36.0%

3.8%

35.3%

4.0%

33.9%

4.1 %

35.7%

3.8%

36.0%

3.9%

36.0%

3.9%

Income Tax Rate

Ne\ Profit Margin

36.0%

4. 1%

51.3%

48.4%

51.2%

48.7%

50.4%

49.5%

5D.6%

49.4%

51.0%

48.0%

51.0%

45.0%

Long-Term Debt Ratio

Common Equity Ratio

52.0%

46.0%

29218
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32543
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32729
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36750

34750
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Total Capital ($mill)

Net Plant ($mill)

40000

46250

6.5%

9.7%

9.8%

5.5%

10.2%

10.2%

6.5%

9.8%

9.8%

6.8%

10.5%

10.5%

6.5%

10.0%

10.0%

6.5%

10.5%

10.5%

Return on Total Cap'I

Recur on Shi . Equity

Return on Com Equity

7.0%

11.0%

11.0%
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The Natural Gas Utility Industry has lost some
ground since our June review. This group now
ranks in the middle of our industry spectrum for
Timeliness. The economy has shown signs of life in
recent months, which has led most investors to
look to more-risky plays as opposed to stable picks
like natural gas utilities. However, investors
should note that these equities typically offer at-
tractive dividend yields that are backed by steady
cash flows

Economic Environment

acting this industry's performance. Warmer or colder
than-expected weather can lead to volatile results. Thus
most of these utilities use weather-adjusted rate mesa
nisus to hedge against this risk. As such, we suggest
conservative investors look for stocks that utilize this
strategy. Many companies have also been increasingly
investing in nonregulated businesses. These ventures
are free from the regulatory bodies, and as a result, come
with greater risk and reward tradeoff. On point, the
utilities with nonregulated operations have generally
been feeling the effects of the lower energy prices more
so than these competitors without such operations. Also
of note, these nonregulated businesses provide another
avenue for these utilities to diversify their income. All
told, we expect these ventures to continue to be an
important opportunity for this sector over the long term
Another strategy in this industry is conservation. Some
governments have been offering these utilities incen
rives to participate in energy conservation programs
This approach allows these companies to adjust to mar
kef conditions without sacrificing profitability

No doubt, this sector has been pressured by the dour
economic climate. The weakness in the housing market
has particularly weighed on results for natural gas
utilities. Usage has moderated as customers have
curbed their consumption in an effort to rein in ex
senses. What's more, customer growth has been a con
cert in recent months. These businesses have also been
having a tougher time collecting bills of late, which can
also hurt results. Therefore, we suggest interested in
vectors watch these trends in the months ahead as they
will probably influence this group's performance

Conclusion
Regulation

As a group, natural gas utilities will likely remain
under pressure in the months ahead due to unfavorable
gas prices. As a result, this industry is ranked near the
midpoint of our Timeliness spectrum. Still, risk-averse
investors may want to consider this group if the co
comic recovery stalls. Natural gas utilities tend to be a
solid defensive play when the stock market is faltering
However, this sector's long-term prospects are uninspir
in. Therefore, we recommend patient investors look
elsewhere

Rate cases are a key theme for companies in this
sector. These businesses are regulated by state commis-
sions that determine the return on equity these utilities
can achieve. As a result, the performance of these
equities remains tied to the current rates these compo
mies have in place. Numerous utilities, at any given
time, often have cases pending where they seek better
rates from these commissions. Positive or negative news
regarding a rate case can have a notable impact on a
stock's performance in this industry. Notably, the falling
natural gas prices in recent months has helped compo
mies seeking rate relief. Indeed, lower prices favor cos
turners. which makes a new rate for these utilities more
palatable. Still, regulatory bodies try to strike a balance
between customer and shareholder interests when
evaluating a rate case. Interested investors should keep
a close eye on stocks that have cases pending when
reading the following pages

All told, investors should study these reports carefully
and limit their investments to equities that appear well
positioned to weather the difficult operating environ
went. Additionally, these utilities offer dividend yields
that are above the Value Line median. Therefore
income-oriented accounts may find stocks with yields
that are above the industry average (4.3%) of interest

Business Strategy
Weather is another element to consider when evalu

Richard Gallagher
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CAPITAL STRUCTURE as of 8/30109
Total Debt $2093.0 mill. Due in 5 Yrs $9620mill.
LT Debt $1675.0 Mia. LT Interest $90.0 man.
(Total inletest coverage: 3.9x)

Leases, Uncapitalized Annual remtds $30.0 mill.
Pension Assets-12/08 $242.0 mill.

Oblig. $442.0 mill.
Pfd Stock None

Common Stock 77,27B.942 she.
as of 7124/09
MARKEI CAP: $2.6 billion (mid cap)
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lated subsidiaries: Georgia Natural Gas markets natural gas at
retail. Sad Utilipro, 3/01. Acquired Compass Energy Services,
10/07, Franklin Resources owns 7.7% of common stock, off./dir.
less than 1.0% (3/09 Proxy). Pres. & CEO: John W. Sornerhalder ll.
Inc.: GA Addr.: Ten Peachtree Place N.E., Atlanta, GA 30309. Te-
ephone: 404-584-4000. Internet: www.aglresouroes.com.

BUSINESS: AGL Resources Inc is a public utility hading compa-
ny. Its aisrriuuuun subsidiaries induce Atlanta Gas Light, Chat-
tanooga Gas, Elizabethtown Gas and Virginia Natural Gas. The util-
ities have more than 2.2 million wstomers in Georgia, Virginia.
Tennessee, New Jersey, Florida, and Maryland. Engaged in non-
regutated natural gas marketing and other allied sen/ioes. Deregu-

W e  d o  n o t  e x p e c t  2 0 0 9  t o  b e  a  b a n n e r
y e a r  f o r  A G L  R e s o u r c e s .
r e p o r t e d

eating loss of $11 million, rate
quested a $25

year. However, it does plan to file some-

The company
healthy results in the first

quarter. However, performance was less
favorable in the recent interim. The
Wholesale services business posted an op-

while the
Retail Energy Operations and Energy In-
vestments units reported lower earnings.
On the bright side, the Distribution Oper-
ations business posted moderate growth in
operating earnings. This was primarily
due to higher fees to marketers in Georgia
for the storage of natural gas inventory
and greater pipeline replacement revenues
at Atlanta Gas Light. Overall, revenues
and share earnings declined in d'le June
Eeriod.
`kely also

Stability,

Looking forward, comparisons will
prove unfavorable for the sec-

ond half of the year. Thus, we anticipate
lower revenues and relatively flat share
earning s for full-year 2009.
S u b s i d i a r y  A t l a n t a  G a s  L i g h t  h a s  a n -
n o u n c e d  a  s y s t e m  i n f r a s t r u c t u r e  i n -
v e s u n e n t  p r o j e c t .  T h i s  $ 4 0 0  m i l l i o n  p r o -
g r a m  w i l l  b e  c o m p l e t e d  o v e r  a  1 0 - y e a r  p e -

` i m p r o v e m e n t s  i n c l u d e
September II, 2009

and its liquefied natural gas facilities.
This project will improve system
reliability, increase operational flexibility,
and allow Atlanta Gas Light to meet its
forecasted growth objectives.
E l i z a b e t h t o w n  G a s  h a s  m o d i f i e d  i t s

c a s e  f i l i n g .  I t  h a d  o r i g i n a l l y  r e -
million rate hike, but has

since lowered this amount to $17 million.
The proposed increase would become effec-
tive at the beginning of 2010. Meanwhile,
Atlanta Gas Light has requested to post-
pone a rate case filing, which had original-
ly been scheduled for November 1st of this

time after that (June l, 2010 at the latest).
Virginia Natural Gas and Chattanooga
Gas also intend to file rate cases in 2010.
We anticipate higher revenues and
share earnings at the company by
2012-2014, on better operating conditions.
Moreover, AGL has a heart y dividend
held and earns high marks for Safety,
rice and Earnings Predic-

tability. From the present quotation, this
issue features decent risk-adjusted to-
tal return potential.
Michael Napoli, CPA
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upgrading the utilitys distribution system
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as Energy's history dates bad< to

1908 in the Texas Pan angle. Over the
years, through various mergers, it became
part d Pioneer Corporation, and, in 1981,
Pioneer named its gas distribution division
Energas. In 1983, Pioneer organized
Energas as a separate subsidiary and dis-
tributed the outstanding shares of Energas
to Pioneer shareholders. Energas changed
its name to At nos in 198B. At nos acquired
Trans Louisiana Gas in 1988, Western Ken-
tucky Gas Utility in 1987, Greeley Gas in
1993, United Cities Gas in 1997, and others.

CAFlTAL STRUCTURE as of 6/30/09
Total Debt $2169.5 mill. Due in 5 Yrs $1360.0 mill,
LT Debt $2169.4 mill. LT Interest $115.0mill.
(LT interest earned: 2.9x, total interest
coverage: 2.Bx)
Leases, Uncapitalized Annual rentals $1B.4 mill.

Pfd Stock None
Penslon AsseU-9/08 $341.4 mill.

Oblong. $337.6 mill.
Common Stock 92,272,478 she.
as of 7131109
MARKET CAP: sz.s billion (Mid Cap)
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m o r e  s t e a d y ,  t h o u g h
p r o f i t  g r o w t h  i s  I n  s t o r e

t h e  c o m p a n y  o v e r  t h e  n e x t  3  t o  5
T h e  u t i l i t y  i s  o n e  o f  t h e  c o u n t r y ' s

cur~

T h e  p i p e l i n e  a n d  s t o r a g e ,  a n d
l a t e d  t r a n s m i s s i o n  a n d  s t o r a g e  u n i t s

a s  w e l l .
expanded mar-

are being boosted by

Finances are in order. An acquisit ion
caused a mid-decade Ase in the de t ratio.
But the company has whittled that figure
back to normal, if at the cost of some ilu-
tion from stock issuances. A reduced level
of uncollectible accounts, owing to lower
§8= Erlces. is another plus these days.

e el leve that
unexci t ing,
for
€ ° " " °
ingest natural gas-only distributors.

renoly sewing customers across 12 states.
What is more. the unregulated segments,
especially pipelines, possess healthy over-
al prospects. Excluding future acquisi-
tions. annual sharenet gains mag be in
the mid-single-digit range over 201 -2014.
On a risk-adjusted basis, these glood-
qual i ty shares of fer  decent  Rota re-

. The dividend yield is ap-
others in Value

Future

gradual, as in previous years, should
well Meanwhile,

tum potential
g=="';§- comlpared to the

i re aura Gas Utility universe.
hikes in the payout. though likely to be

be
covered b earnings. the

stock is rankedY3 (Average) for Timeliness.
Frederick L. Harris, III September ll, 2009

At nos Energy's core natural gas utili-
ty has generated healthy earnings of
late. That is largely because of an increase
in rates. primary y for the Mid-Tex. Louisi-
ana, and West Texas divisions. But
throughput is being constrained some by
diminished consumption from residential
and commercial customers (reflecting diffi-
cult economic conditions) .

r e g u -

a r e  p e r f o r m i n g  n i c e l y , The fo r -
m e r  s e g m e n t  i s  e n j o y i n g
gins arising from gains from the settle-
ment of financial positions associated with
storage and trading activities. Meanwhile,
results for the regulated transmission and
storage operation
higher transportation fees on throuh-
system deliveries. due to favorable mar et
conditions.
It appears that consolidated share net
wil l  advance around 5%, to $2.10, in
fiscal 2009 (which ends September 30th).
Assuming further expansion in operating
margins. the bottom line may increase at a
Simi ar rate, to $2.20 a share, the follow-
ing fiscal year.
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2006
93.51

3.81

2.37

1.40

2.97

18.85

21.36

13.6

.73

4.3%

1997.6

50.5

32.5%

2.5%

49.5%

50.4%

79B.9

783.8

8.4%

12.5%

12.5%

2007
93.40

3.87

2.31

1.45

2.12

19.79

21.65

14.2

.75

4.4%

2021.6

49.8

33.4%

25%

45.3%

54.6%

784.5

793.8

e.s%

11.6%

11.6%

2008
100.44

4.22

2.64

1.49

2.57

22.12

21.99

14.3

.89

3.9%

2209.0

57.6

31.3%

2.6%

44.4%

55.5°/0

8764

823.2

8.1%

11.8%

11.8%

2001 2002 2003
53.08

3.00

1.61

1.34

39.84

2.58

1.1B

1.34

54.95

3.15

1.82

1.34

2.51
152B

2.s0

15.07

2.67

15.65

18,88 1B.9B 19.11

14,5

.74

5.7%

20.0

1.09

5.7%

13.6

.78

5.4%

1002.1

30.5

755.2

22.4

1050.3

34.5

321%
3.0%

35.4%

3.0%

35.0%

3 3 %

495%
502%

47.5%

52.3%

50.4%

49.4%

574.1

602.5

546.6

594.4

605.0

621.2

6.9%

105%

10.5%

6.0%

7.8%

7.8%

7.4%

11.5%

11.5%

2004
59.59

2.79

1.82

1.35

2.45

15.95

20.98

15.7

.ea

4.7%

1250.3

36.1

34.8%

2.9%

51.6%

4B.3%

737.4

646.9

G.$%
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10.1%

2005
75.43

2.98

1.90

1.37

2 8 4

17.31

21.17

16.2

.86

4.4%

1597.0

40.1

34.1%

2.5%

48.1%

51.8%

707.9

579.5

7.6%

10.9%

10.9%

1993 1994 1995 1996 1997 1998 1999
32.33

2.81

1.61

1.22

33.43

2.65

1.42

1.22

24.79

2.55

1 2 7

1.24

31.03

3.29

1.87

1.26

34.33

3.32

1.B4

1.30

31.04

3.02

1.58

1.32

26.04

2.56

1.47

1.34

2.52

12.19

2.50

12.44

2.63

13.05

2.35

13.72

2.44

14.26

2.58

14.57

2.58

14.95

15.59 15.67 17.42 17.56 17.56 17.63 18.88

13.5

.80

5.6%

16,4

1.08

5.3%

15.5

1.04

6.3%

11.9

.75

5.6%

12.5

.72

5.6%

15.5

.81

5.4%

15.8

.90

5.8%

91.30

4.50

2.60

1.57

Revenues per sh

"Cash FoWl" per sh

Eamings per sh A B

Div 'ds Ded'd per sh °1

111.55

5.40

3.00

1.70

2.60

23.55

Cap'I Spending per sh

Book Value per sh D

3.40

28.05

23.00 Comma She 0uts t 'g E 26.00

wasare
Lim
Neg

Avg Ann'I PIE Ratio

Relative PIE Ratlo

Avg Ann'l Div'd Weld

17.5

1.15

3.2%

2100

60.0

Revenues ($miII) A

nu warn ($miII)
2900

s0.0

35.0%

2.9%

Income Tax Rate

Net Pmlii Margin

35.0%

2.8%

45.0%

55.0%

Long-Term Debt Ratio

Common Equity Ratio

47.0%

53.0%

985

915

Total Capital ($mill)

Net Plant ($milI)

1375

1250

1 5 %

11.0%

11.0%

Recur on Total Cap'l

Return on Shr. Equity

Return on Com Equity

7.0%

11.0%

11.0%

CAPITAL STRUCTURE as of 6/30/09
Total Debt $522.2 mill. Due in 5 Yrs $90.0 mill.
LT Debt $389.2 mill. LT interest$25,0 mill.
(Total interest wvefage: 3.0x)

Leases, Uncapitalized Annual rentals $8 mill.
Penslon Assets-9/08 $248.3 mil.

Oblig. $308.7mill.
Pfd Stock None
Common Stock 22,167,303 she.
as of 7131109

MARKET CAP: $725 million (Small Cap)

200B sraolos2001

52.1
414.6
467.3

89.1
2B3.B
372.7

14.9
547,o
561.9

CURRENT POSITION
(WLL)

Cash Assets
Other
CurrentAssets

159.6
216,1
103.5
479.2
377%

106.8
251.6
115.3
473.7
282%

79.3
133.0
87.8

300.1
a10%

Aras Payable
Debt Due
Other
Current Limb.
Fix, Chg. Cov.

Past
5 Yrs.
14.0%
6.5%
9.5%
1.5%
5.5%

Esfd '06-'08
w '12-'14

2.5%
5.5%
3.5%
2.5%
5.5%

Past
10 Yrs.
11 .5%
2,0%
3.5%
1 .0%
3.5%

ANNUAL RATES
d mange (psi sh)
Revenues
"Cash FlOW"
Eamlngs
Dividends
Book Value

Fiscal
Year
Ends

QUARTERLY REVENUES (S Il\ilL)*

Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

goos
2007
200s
2009
2010

708.8
700.8
747.7
659.1
sao

330.6
457.9
505.5
309.9
520

269.0
328.3
451.8
356.7
so

689.2
539.6
504.0
674.3
530

199716
2021.6
2209.0
N W
2100

Fiscal
Year
Ends

EARNINGS PER SHARE A B F

Dec.31 Ma1z31 Jun.30 Sep.30

Full
Fiscal
Yea:

200s
2007
200s
2009
2010

.13

.43

.41

.31

. 3 8

1.05
.97

1.39
1.40
1.21

1 .23

.89

.99

1 .42

1.03

d.04
.03

d.14
d.18
d.02

2.37
2.31
2.64
2.95
2.60

Cal-
endar

QUARTERLY mvnosnos PAID c I
Mat.31 Jun.30 Sep.30 Dec.31

Full
Year

2005
200s
2001
2008
2009

.345

.355

.355

.375

.345

.355

.385

.375

.385

.345

.355

.365

.375

.385

.34

.345

.365

.375

.385

1.38
1.41
1,46
1.50

1.0%

89%

2 %

98%

1.8%

83%

NMF

113%

3.1%

74%

2.7%

73%

3.1%

72%

5.1%

59%

4,3v.

63%

52%
56%

6.0%

53%

4.5%

80%

Retained to Com Eq

All Div'ds to Net Prof

5.0%

55%

62%, commercial and industrial, 24%, transportation, 1%. other,
13%. Has around 1,807 employees. Officers and directors own as»
proximately 7.2% of common shares (1109 proxy). Chairman, Chief
ExeaNive Officer, and President Douglas H. Yaeger. Incorporated:
Missouri. Addis: 720 Olive Sheet, st. Louis, Missouri 63101. Tel-
ephoriez 314-M2-0500. Internet: www.theladedegloup.oom.

BUSINESS: Laclede Group, Inc., is a hading company for Ladede
Gas, which distributes natural gas in easier Missouri. inducing the
dry of SL Louis, St. Louis County, and pans of 10 other counties,
Has roughly 630.000 customers. Purdlased SM8»P Uniity Re~
sources, 1/02, divested, 3108. Therms sold and transported in fiscal
2008: 1.08 mat. Revenue mix for regulated operations: residential,

pipelines, as well as o}£ortunities
at segment

contributed just a small

however. That is

Lime, and it appears that trend will contin-
ue. This is because the service territory,
based in eastern Missouri, is in a mature
phase. Laclede Energy Resources has
promising expansion possibilities, given its
proximity to existing and planned

from
shale development. But has

portion to total
profits on a historical basis. A major acqui-
sition could help to offset this, but it ap-
pears that such plans are not on manage-
ment's agenda at this juncture. Conse-
quently, annual earnings-per-share growth
could range only between 4% and 5% out
to 2012-2014.
I n c o m e - o r i e n t e d  a c c o u n t s  m a y  f i n d
t h e  d i v i d e n d  y i e l d  m o d e s t l y  a p p e a l -
ing.  Fur ther  increases in  the payout  w i l l
p robab ly  be  gradua l ,
largely because of Laclede Gas' unexciting
expansion prospects.
To ta l  r e tu r n  po ten t i a l  ove r  t he  3 -  t o  5 -
y e a r  h o r i z o n  l o o k s  u n e x c i t i n g ,  b a s e d
on the stock's cur rent  quotat ion and as~
s u i n g  m i n i m a l  g r o w t h  i n  t h e  d i s t r i b u -
t ion.
Frederick L. Harris, III September II, 2009

It appears that Laclede Group will
generate record earnings in fiscal
2009, which ends on September 30th. The
non-regulated gas marketing unit, Laclede
Energy Resources, is enjoying a healthy
rise in volumes. That has been brought
about by significantly increased pipeline
capacity and expanded mar ins on sales of
natural gas (reflecting a d*?»p in natural
gas prices). Unfortunately, the utility,
accede Gas, has not performed up to par

of late, stemming parts from a rise in op-
erational expenses. furthermore, last
year's results included certain previous
unrecognized tax benefits (chic
amounted to about $0.07 a share).
Nevertheless, consolidated share net may
well advance about 12%, to $2.95 a share,
in fiscal 2009.
But fiscal 2010 may be a down year,
when measured against the strong profits
we antic pate for this year. Moreover, the
benefit o sharply lower natural gas prices
may not be repeatable.
The company's 3- to 5-year prospects
look unspectacular. Annual customer
growth for the natural gas distribution
unit has been only around 1% for some

Target Price Range
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'AlFiscal year ends Sept. 30th
(B Based on average shares outstanding thru. Of .  (C)
97, then diluted. Excludes nonrecurring loss vary, April, July,
DG, 7¢.£xdudesgain from discontinued oper- vestment plan available. (D) Ind. deferred

o 2009. Value Liié Pililisttin Ina
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charges. In '08: $340.4 mm., $15.4Blsh
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y e a r ' s
f a c t  t h a t  N J R

C a p i t a l a n d
p r o g r a m s  a u g u r  w e l l  f o r  l o n g e r - t e r m

T h e  S t e c k m a np r i c e s
l a s t  y e a r ,  a n d  c o n s e r v a t i o n  e f -

s p e n d i n g .  S t i l l ,  t h e  c u s t o m e r  b a s e  c o n t i n - i n g  w i n t e r .  T h a t  f a c i l l t
s t a r t  m a k i n g  m e a n i n g f u l  e a r n i n g s  c o n t r i -

A n  t h e  o t h e r  p r o g r a m s
w h i l e  s i m u l t a -

p l e t e d  m o r e  t h a n  4 5 0  n a t u r a l  g a s  h e a t
c o n v e r s i o n s .  A l l  t o l d ,  t h e

a n t i c i p a t e d  l o s s

S e p t e m b e r  1 1 ,  2 0 0 9

c o m i c  h e a d w i n d s  h a v e  p r o m p t e d  u s  t o
t r i m  a  n i c k e l  o f f  o u r  2 0 0 9  e a r n i n g s  e s -
t l m a t e  t o  $ 2 . 4 5  a  s h a r e .  T h i s  w o o l r e p -
r e s e n t  a  d e c l i n e  o f  a b o u t  9 % .  H o w e v e r ,  w e
v i e w  : h i s  l a r g e l y  a s  a  t e c h n l c a d i t y ,  d u e  t o
l a s t l f f l c u l t  c o m p a r i s o n  a n d  t h e

c o n t i n u e s  t o  i m p r o v e  t h e
f u n d a m e n t a l s  o f  i t s  b u s i n e s s  t h r o u g h  t h e
e x p a n s i o n  o f  i t s  m i d - s t r e a m  a s s e t s  a n d  a n
e v e r - w i d e n i n g  c u s t o m e r  b a s e .

p r o j e c t s i n f r a s t r u c t u r e

p r o s p e c t s . R i d g e  s t o r a g e
a d l i t y  h a s  b e g u n  a c c u m u l a t i n g  n a t u r a l

g a s  i n v e n t o r i e s  i n  p r e p a r a t i o n  f o r  t h e  c o m -
i s  e x p e c t e d  t o

b u t t o n s  n e x t g f e a r .
s h o u l d  p r o v e  e  n e e d e d  j o b s ,
n e o u s l y  b o o s t i n g  t h e  s a f e t y  a n d  r e l i a b i l i t y
o f  t h e  d i s t r i b u t i o n  s y s t e m .
T h e s e  h i g h - q u a l i t y  s h a r e s  m a y  a p p e a l
t o  i n c o m e - o r i e n t e d a c c o u n t s . h e y
d o n ' t  s t a n d  o u t  f o r  a p p r e c i a t i o n  p o t e n t i a l
f o r  t h e  p u l l  t o  2 0 1  -  0 1 4 ,  c o m p a r e d  t o
m o s t  u t i l i t i e s .  T h e  m a i n  a p p e a l  h e r e  c o m e s
f r o m  s o l i d  d i v i d e n d  g r o w t h  p r o s p e c t s .
B r y a n  . L  F o n g

N e w  J e s s e* y  R e s o u r c e s '  b o t t o m  l i n e
h a s  b e e n  m p r o v l n g  d e s p i t e  w e a k e r
t o p - l l n e  r e s u l t s .  A l l  o f  t h e  c o m p a n y ' s  o p -
e r a t i n g  s e g m e n t s  r e g i s t e r e d  l o w e r  v o l u m e s
d u r i n g  t h e  J u n e  p e r i o d .  T h e  N J R  E n e r g y
S e r v i c e s  u n i t ,  w h i c h  t y p i c a l l y  c o n t r i b u t e s
t h e  l i o n ' s  s h a r e  o f  r e v e n u e s ,  w a s  h i t  t h e
h a r d e s t  o n  b o t h  a  d o l l a r - v a l u e  a n d  p e r -
c e n t a g p  b a s i s .  M e a n t i m e ,  t h e  N a t u r a l  G a s
D l s t r i  u n i o n  a n d  R e t a i l  s e i l n e n t s  a l s o  r e g -
i s t e r e d  d e c l i n e s  w e l l  i n t o  t  e  d o u b l e  d i g i t s .
T h e  b u l k  o f  t h a t  d o w n t u r n  c a n  b e  a t t r i b -
u t e d  t o  t h e  l o w e r  c o m m o d i t y c o m -
? a l ` ¢d  t o
o r t s ,  a s  c o n s u m e r s  c o n t i n u e  t o  r e a l  i n

u s  t o  w i d e n .  T h e  N e w  J e r s e y  N a t u r a l  G a s
d i v i s i o n  h a s  a d d e d  a l m o s t  4 , 2 0 0  n e w  c u s -
t o m e r  a c c o u n t s  t h u s  f a r  i n  2 0 0 9  a n d  c o m -

c o m p a n y  r e  l s -
t e r e d  h i g h e r - t h a n - e x p e c t e d  e a r n i n g s  g r . . .
t h e  J u n e  i n t e r i m .  B u t .
We do look for September's share net
to rd] into neigatlve territory The

i r i n g  t h e  f i s c a l  f o u r t h
q u a r t e r  i s  r e l a t e d  t o  t h e  s e a s o n a l  n a t u r e  o f

e  n a t u r a l  g a s  b u s i n e s s .  N o n e t h e l e s s .  e c o -

Target Price Range
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Furthermore,

eamlngs
number.

as dls-

be limited. Moreover.
quotation, has

return potential over
Therefore,

range.
for natural gas

lower u5aF¢_ cou-
wil proba-

pressure utilities
lTlonths. Therefore,

well positioned to weather
70) over the coin years.

strong finances and stab e busi-

the end of the March period. However, the
company is awaltiné a decision from the
Illinois Commerce commission regarding
a rehearing. Nicol is seeking greater relief
than what was approved.
This equity offers a yield that is above
average for a natural gas utlli8y. Nlcor
continues to pay a hearty divider despite
the challenging operating environment.
What's more. we think the payout is safe.
thanks to the company's strong balance
sheet. Thus, incomeoriented investors
my f ind this equi ty 's at t ract ive yield
(5. %) of interest.
S h a r e s  o f  N i c o r  a r e  r a n k e d  t o  m i r r o r
t h e  b r o a d e r  m a r ke t  a ve r a g e s  o ve r  t h e
n e x t  s i x  t o  1 2  m o n t h s ,  a s  n e a r - t e r m
prostnects appear to
at e current this issue
below-average total
the 3- to 5-year pull. we recom-
mend most investors look elsewhere. How-
ever. risk-averse investors should note this
equity is any
volatility (Beta:
given its
ness (Financial Strength: A)-
Richard Gallagher September 11, 2009

Nlcor posted mixed results in the sec-
ond ;_quarter. Both the top and bottom
lines ell short of 2008's results due to the
challenging macroeconomic environment
and lower  ='* "9 pr ices.
sales of $447.6 mi ion missed our estimate
in June ($600 mllllon). However,
of  $0.50 a share towed our
thanks to new rates in e natural Le
tributlon business (discussed low),
which offset unfavorable pricing and a
weak showing In the shipping operations.
We have lowered our bottom-line es-
timate for 2009 by a dime, to $2.55 a
share. Management reaffirmed ice share-
net guidance range of $2.54 to $2.74. How-
ever, we have pared our target to the low
end of management's given the
tough market conditions
pro ulcers. Most notably,
pled with unfavorable pricing.
Ly continue to t ese

over the coming we
look for the top ire to decline l5% to $3.2
million.
T h e  c o m p a n y  r e t e s t e d  a  r e h e a r i n g
on  i t s  r a t e  case . icon was approved for
a $69 million increase in base revenues at

Target Price Range
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ACompany's Financial Strength
Stock's Price Stability
Price Growth Persistence
Eamings Predictability 80

(A) Based on primary earnings thru. '95, then
diluted. End. nonreouning gains(Ioss): '97, 6¢.
98, 11¢; '99, Sr '00, (free): '01, 16¢; '03
(27¢) 04\ (52¢ 80¢ as (17¢) 07 (1398) May August, November
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2007 2008

39.13

5.41

2.76

1.44

89.16

5.31

2.57

1.52

4.48

22.52

3.92

23.71

26.41 26.50

16.1

.es

3.1%

18.1

1.11

3.3%

1033.2

74.5

1037.9

68.5

372%
7.2%

36.9%

6.6%

46.3%

53.7%

44.9%

55.1%

1106.8

1495.9

1140.4

1549.1

8.5%

12.5%

12.5%

7.7%

10.9° /»

10.9%

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

18.15

3.74

1.14

1.17

18.30

3.50

1.63

1.11

1B.02

3.41

1,61

1.18

16.86

3.86

1.g7

1.20

15.82

3.72

1.76

1.21

16.77

8.24

1.02

1.22

18.17

3.72

1.10

1.23

21.09

3.68

1,79

1.24

25.78

3.86

1.88

1.25

25.07

3.65

1.62

1.25

23.57

3 8 5

1.75

1.27

25.69

3.92

1.B6

1.30

33.01

4.34

2.11

1.32

3.61

13.08

4.23

13.63

3.02

14.55

3.70

15,37

5,07

16.02

4.02

16.59

4.78

17.12

3.46

17.93

3.23

18.56

3.11

18.88

4.90

19.52

5.52

20.64

3.48

21.28

19.77 20.13 22.24 22.56 22.B6 24.85 25.09 25.23 25,23 25.59 25,94 27.55 27.58

12.9

.76

5.2%

13.0

.85

5.5%

12.9

.86

5.7%

11.1

.73

5.2%

14.4

.BE

4.8%

26.7

1.39

4.5%

14.5

.83

5.0%

12.4

.81

5.6%

12.9

.66

5.1%

17.2

.94

4.5%

15.8

.90
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16.7

.88
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17.0

.91
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Avg Ann'l PIE Ratio
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Net Profit (Smile

1350

96.5

37.0%

6.7%

Income Tax Rate

Ne! Profit Margin

37.0%

7.2%

47%

53%

Long»Term Debt Ratio

Common Equlty Ratio

47%

53%

1225

1660

mol Capital (small
Tm Plant ($mi1n

1400

1900

8.0%

11.0%

11.0%

Return on Total Cap'l

Return on Shr. Equity

Recur on Com Equity

8.0%

11.0%

11.0%

455.8
44,9

532.1

47.8

650.3

5 0 2

541.4

43,8

511.3

46.0

707.6

50.6

910.5

58.1

35.4%

9.9%

35.9%

9.0%

35.4%

7.7%

34.9%

6 8 %

33.7%

7.5%

34.4%

7.1%

36.0%

6.4%

46.0%

49.9%

45.1%

50.9%

43.0%

532%

47.6%

51.5%

49.7%

50.3%

46.0%

54.0%

47.0%

53.0%

851.5

895.9

887.8

934.0

880.5

965.0

937.3

995.5

1006.6

1205.9

1052.5

1318.4

110B.4

1373.4

6.8%

9.7%

9.9%

6.7%

9.8%

10.0%

6.9%

10.0%

10.2%

5.9%

8.9%

B.5%

5 1 %

9.1%

9.0%

5.9%

8.9%

w' / »

6.5%

9.9%

9.9%

CAPITAL STRUCTURE as of 6/30/419
total Debi $677.6 mill. Due in 5 Yl's $173.8 mill.
LT Debt $587.0 mill. LT Interest $37.0 mill.

(Total Interest coverage: 4.0x)

Pension Assets-12/08 $163 mill.
Oblig. $281 mill.
Pfd Stock None

Common Stock26,513,188 shares
as of 1/31/09
MARKET CAP $1.1 billion (Mid Cap)

2008 6801892007

31.1
241.3
272.4
50.1
90.6

148.B
289.5
NMF

G.1
26B.8
274.9
119.7
148.1
122.1
389.9
40B%

CURRENT POSITION
lswLL)

Cash Assets
Other
Current Assets
Aocls Payable
Debt Due
Other
Current Liab.
Fx. Chg. Cov.

6.9
474.1
481 .0
94.4

24B.0
20B.9
551.3
393%

Est'd '06-'08
tO '12.'14

4.0%
4.5%
5.0%
5.5%
5.0%

Past
5 Yrs.
9.0%
6.5%
8.0%
3.0%
3.5%

ANNUAL RATES
of duane (petsh)
Revenues
"Cash Flow"
Eamlngs
Dividends
Book Value

Past
10 Yrs.

9.0%
3.5%
59%
2.0%
3.5%

Cal-
endar

IIUIRTERLY REVENUES (8 mil.)

Mar .31  Jun .30  Sep .30 Dec.31
Full
Year

200s
2007
200s
2009
2010

890.4
394.1
387.7
437.4
420

171.0

183.2

191.3
149.4

2 1 5

114.9
124.2
109]
100
125

336.9
331.7
349.2
338.2
365

1013.2
1033.2
10379
1025
1125

Cal-
endar

EARNWGSPERSHARE*
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

200s

2001

2008

2009

2010

.07

.10

.08

.12

. 1 1

1.15
1.11
1.25
1.32
1.35

d.35
d.22
d.38
d.31
d.33

1.48
1.77
1.62
1.72
1.72

2.35
2.76
2.57
2.85
2_85

Cal-
endar

QUARTERLY DIWJENDS PAID a I

ar.31 Jun.30 Sel>.3ll Dec.31

Full
Year

2005

zoos

2007

2008

2009

.345

.355

.375

.395

.325

.345

.355

.375

.395

.325

.345

.355

.375

.395

.325

.345

.355

.375

.395

1.32
1.39
1.44
1.52

2.B%

74%

3.1%

70%

3.5%

67%

1.9%

79%

2.8%

72%

2.7%

69%

3.7%

63%

45%

59%

6.0%

52%

4.5%

59%

4.5%

56%

4.5%

59%

Retained to Com Eq

All Div'ds it Net Prof

4.5%

58%

Owns local underground storage, Rev, breakdown: residential,
55%, oommadal, 28%, industrial, gas transportation, and other,
17%. Employs 1,106. Badays Global owns 6.6% of shares, of-
Heels and directors, 1.4% (4/09 proxy), CEO: Gregg s. Kantor. Inc.;
Oregon. Address: 220 NW 2nd Ave., Portland, OR 97209. Tele-
phone: 503-226-4211. Internet: www.nwnatural.oom.

BUSINESS: nonhwesl Natural Gas co. distributes r\amaI gas lo
90 communities, se2,0oo mslomels, in Oregon (90% of customers)
and in soulhwesl Washington state. Principal cities served: Portland
and Eugene, OR; Vancouver, we. Service area population: 2.5 mill.
(77% in OR). Company buys gas supply from Canadian and U.S.
producers, has trans son rights on Northwest Pipeline system.

two through five,

t i m e  h o r i -

the company plans to pare 50 to 100 jobs,
adding to the 175 it eliminated in the last
two years.
Northwest should benefi t  from a new
union contract. Under the new five-year
agreement, union members (about 60% of
the workforce) received a 2.3% raise but
will get just 1% more per year for years

plus up to 2% for infla-
tion. The company gains extra flexibility,
and new hires will not be eligible for the
defined benefit pension plan,
N e w  p r o j e c t s  c o u l d  s i g n i f i c a n t l y  b o o s t
earn ingI r Is by the end of  our '
zon. northwest owns 75% of the Gill
Ranch, CA gas storage project and will in-
vest about $160 million in the project; it
should contribute to the bottom line by

proposed pipeline
would bring a second source of gas to the

area; its
come on line by 2013.

around

raising the
Moreover,

2011. The Palomar

Portland eastern section could
N W N ' s  i n v e s tm e n t

w o u l d  b e $ 2 0 0  m i l l i o n ,  p l u s  a n
e  u r l  su m i f  th e  w e s te rn  h a l f  i s  b u i l t .
T l l e s e  t o p - q u a l i t y  s h a r e s  o f f e r  d e c e n t
t o t a l - r e t u r n  p o t e n t i a l ,  s u i t a b l e  f o r
c o n s e r v a t i v e  a c c o u n t s .
Sigourney B, Romaine September II, 2009

Northwest  Natural 's normal- looking
first-half results contained some un-
usual elements. The company shares in
either 20% or 10% of the dierence be-
tween forecast natural gas costs and the
actual outlays in Oregon. In this year's
first half, very low gas prices led to an $11
million profit from the cost-sharing me-
chanism, versus a $6 million loss in the
prior-year period. The profit, however, was
partially o feet by considerably higher op-
erating and maintenance expenses, due
party to higher pension expense related to
the decl ine in the stock market  and
bonuses due to the earnings gain. Mean-
while, the recession cost Northwest 3,000
customers in the June period, dropping its
year-to-year customer increase to 0.8%.
T h u s ,  w e l o o k  f o r  l i t t l e  ea r n i n g s
change through 2010. With natural gas
prices likely to rise at least a bit next year,

northwest has opted to share in 10% of
the difference between forecast and actual
gas costs, likely reducing commodity cost
effects. As gas prices are down, however,
the company expects that residential rates
will drop 15%~20% next year,
incentive to convert to gas heat.

Target Price Range

lllll

Comany's Financial Strength
Stop 's Price Stabllity

Eammsls Prgdictablligy
Price Growth Persistence

(A) Diluted earnings per share. Excludes non (B) DiWdends historically paid in mid~February, (C) In millions, adjusted for stop split
iecuning items: '  8 ,  $0 .15 ,  '00 ,  $0 .11 ,  '06 , May, August. and November
9 0 . 0 6 8 1Qb'09,
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978.4

1072.0

8.3%

12.1%

12.1%

.38

H

1051.6

1158.5

7.8%

10.6%

10.6%

ll

8.5%

11.8%

11.8%

I

73%

11.1%

11.1%

n

82%

11.5%

11.5%

1 111

7.8%

11.9%

11.9%

_I

1681.5

2240.8

8.2%

12.4%

12.4%

mart

1775

2250

8.0%

12.5%

12.5%

I

2001 2006
17.06

1.81

1.01

.76

25.B0

2.51

1.27

.95

1.29

8.63

2.14

11.83

64.93 74.61

16.7

.85

4.5%

19.2

1.04

3.9%

1107.9

55.5

1924.7

97.2

34.6%

5.9%

34.2%

5.0%

47.5%

52.4°/u

48.3%

51.7%

1069.4

1114.7

1707.9

2075.3

7.9%

11.7%

11.7%

7.2%

11.0%

11,0%

I
H I

I

I I
2010 12-14

27.25

2.95

1.70

1.11

Revenues per sh A

"Cash Flow" per sh

Earnings per sh B

Dlv'ds Ded'd per sh °l

30.00

3.15

1.90

1.23

2.10

13.25

Cap'I Spending Pu sh
Book Value per sh °

225

15.05

7150 Common Shs0uts!'g e 73.00

INS an
Una
M88

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

18.0

1.50

3.6%

2005

125

Revenues ($mill) A

Net Profit (small)

2190

140

35.0%

6.3%

Income Tax Rate

Net Profit Margin

35.0%

6.4%

4s.o%

52.0%

Long~Term Debt Ratio

Common Equity Ratio

47.0%

53.0%

1875

2300

Total capital (Scum)
Net pun: ($mill)

2075

2450

8.0%

13.0%

13.0%

Recur on Total Cap'I
Recur on Shi. Equity
Return on Com Equity

8.0%

12.5%

12.5%

2009
26.45

2.85

1.60

1.07

2.40

12.70

73.50

Bald69
Vllu¢

sOn

1945

115

35.0%

6.1%

47.5%

52.5%

1775

2250

8.0%

12.5%

12.5%

200s
28.52

2.77

1.49

1.03

2.47

1z11

73.26

18.2

1.15

3.8%

2089.1

110.0

36.4%

5.3%

47.2%

528%

1681.5

2240.8

8.2%

12.4%

12.4%

2007
23.37

2.64

1.40

_go

1.85

11.99

7323

18.7

.99

3.8%

1711.3

10444

33.0%

6.1%

48.4%

51.6%

1703.3

2141.5

7.8%

11.9%

11.9%

2005
22.96

2.43

1.32

.91

2.50

11.53

76.70

17.9

.95

3.8%

1761.1

101.3

33.7%

5.B'/»

41.4%

58.6°/»

1509.2

1939.1

82%

11.5%

11.5%

2003
1s.14

2.04

1.11

.82

1.16
ass

67.31

16.7

.95

4.4%

1220.8

74.4

34.8%

6.1%

42.2%

57.8%

1090.2

1812.3

8.5%

11.8%

11.8%

2004
19.95

2.31

1.27

.as

1.B5

11,15

75.67

16.8

.as

4.1%

1529]
95.2

35.1%

6.2%

43.6%

56.4%

15149

1849.8

73%

11.1%

11.1%

2002
12.57

1,81

.96

.so

1.21

8.91

sans

18.4

1,01

4.5%

832.0

62.2

33.1%

7.5%

43.9%

56.1%

1051.6

1158.5

7.8%

10.6%

10.6%

2000
13.01

1.77

1.01

.72

1.65

8.26

63.83

14.3

.93

5.0%

830.4

64.0

34.7%

7.7%

46.1%

53.9%

978.4

1072.0

8.3%

12.1%

12.1%

1993 1994 1995 1996 1997 1998 1999
10.57

1.14

.73

.48

10.82

1.13

.68

.51

8.76

125

.73

.54

11.59

1.49

.84

.51

12.B4

1.62

.93

.61

12.45

1.72

_go

.64

10.97

1,70

,so

.es

1.58

5.45

1.95

5.68

1.72

6.16

1.64

6.53

1.52

6.95

1.48

7.45

1.58

7.86

52.30 53.15 57.67 59.10 60.39 B1.48 6259

15.4

.91

4.3%

15.7

1.03

4.B%

13.8

.92

5.4%

13.9

.87

4.9%

13.6

.78

418%

16.3

.BE

4.0%

17.7

1.01

4.1%

CAPITAL STRUCTURE as M4/30/09
Total Debt $1029,0 mill. Duo in 5 Yrs $150.0 mill.
LT Debt $793.5 mill. LT interest $55.5 mill.
(LT interest earned: 4.0x, total interest ooveuage:
3.7x)

Pension Assets-10/0s $150.3 mill.
Oblig. $143.5mud.

Pfd Stock None

Common Stock 72,959,779 she.
as of 6/2/09
MARKET CAP: $1.8 billion (Mid Cap)

goos 4/30/092007

7.0
593.8
600.8
182.3
436.5
112.7
681.5
341%

7.5
427.8
435.3
143.6
195.0
75.9

424.5
309%

20.7
528.0
548.7
94.0

235.5
182.3
511.8
350%

CURRENT POSITION
($llILL)

Cash Assets
Other
Current! Assets
Aotfts Payable
Debt Due
Other
Current Liab,
Fix. Chg. Cov.

Est'd '06-'08
to '12-'14

2 5 %
3.0%
5.5%
3.5%
4.0%

Past
5 Yrs.
10.0%
7.0%
6.5%
4.5%
6.0%

ANNUAL RATES
al derange (pa Sn)
Revenues
"Cash Flow"
Earnings
Dividends
Book Value

Past
10Yrs

7.5%
5.0%
4.5%
5.0%
5.5%

Fiscal
Year
Ends

QUARTERLY REVENUES (S mill.) A

Jan.31 ApI.30 Jul.31 Oct31

Full
Fiscal
Year

2006

2001

2000

2009

2010

921.4
677.2
788.5
779.6
790

483.2
531.5
634.2
455.4
470

237.9
224.4
354.7
372
390

282.2
278.2
3 1 1 ]
338
355

1924.7
1711.3
2089.1
1945
2005

Flscal
Year
Ends

EARNINGS PER SHARE A B
Jan.31 APr.30 JUl.31 0ct,31

Full
Fiscal
Year

2006
2007
zoom
2009
2010

.94

.94
1.12
1.10
1.12

d.08
d.11
d.18
d.13
d.09

d.16
d.12
d.10
d.10
d.08

.57

.69

.66

.73

.75

127
1.40
1.49
1.60
1.70

cal-
endar

QUARTERLY DIWJENDS FND CI
llar.31 Jun.30 Sep.30 Dec.31

Full
Year

2005

2o0s

2007

2o0a
70

.23

.24

.25

.26

.23

.24

.25
.26
77

.215

.23

.24

.25
'PR

.23

.24

.25

.26
97

.91

.95

_go

1.03

3.3%
72%

3.5%

71%

3.0%

75%

1.7%

BE%

3.1%

74%

3.7%

66%

3.6%

68%

2.B%

74%

35%
70%

3.9%

89%

4.0%

67%

4.5%

65%

Retained to Com Eq
All Div'ds to Net Prof

4.5%

65%

8.7 years. Norwegulated operations; sale of gas-powaed heating
equipment; natural gas brokering. propane sales. Has about 1,833
employees. Ottioers & directors own about 1.1% of common stock
(1/09 proxy). Chairman, CEO. & President Thomas E. Skains. Inc.:
NC, Address: 4720 Piedmont Row Drive, Charlotte. NC 2B210. Tel-
ephone: 704-364-3120. internet: www.piedmontng.oom,

BUSINESS: Piedmont Natural Gas Company is primarily a regu-
lated natural gas distributor, serving over 935,724 arstomas in
North Carolina, South Carolina, and Tennessee. 2008 revenue mix:
residential (39%), commercial (24%), industrial (12%), other (2$%).
Principal suppliers: Transco and Tennessee Pipeline, Gas mosts:
73.5% of revenues. '08 depress rate: 32%. Estimated plant age:

a n i m a t e s

a n  e v e r - i n c r e a s i n g  c u s t o m e r
s h i n e s  a  p o s i t i v e  l i g h t  o n  t h i s  g o o d -

S e p t e m b e r  I I ,  2 0 0 9

y e a r s .  A s  a  r e s u l t ,  P N Y  i s  h o l d i n g  o f f  o n
c o n s t r u c t i o n  u n t i l  2 0 1 2 ,  w i t h  a  p o t e n t i a l
i n ~ s e r v i c e  d a t e  o f  2 0 1 5 .  T h e s e  m o v e s  o u g h t
t o  h e l p  t h e  c o m p a n y  c o n s e r v e  c a s h  a t  a
L i m e  w h e n  r i s i n g  a c c o u n t s  r e c e i v a b l e  a n d
h i g h e r  d e l i n q u e n c i e s  a r e  a  d i s t i n c t  p o s s i -
b i l i  .
s u R ,  w e  h a v e  r a i s e d  o u r  e a r n i n g s  e s -

f o r  t h i s  y e a r  a n d  n e x t  b y  a
n i c k e l .  T h e  m a i n  c u l p r i t  f o r  t h e  d i s -
s a p o i n t i n g  2 0 0 9  r e v e n u e s  c a n  b e  a t t r i b -
u t e d  t o  t h e  s l u m p i n g  c o m m o d i t y  p r i c e s .
T h i s  t r e n d  m a s k s  P i e d m o n t ' s  c o n t i n u e d
c u s t o m e r  g r o w t h ,  a  f i g u r e  t h a t  s h o u l d  r e g -
i s t e r a t a b o u t 1 % - 1 . 5 % t h i s y e a r .
M e a n t i m e ,  l o w e r  g a s  c o s t s  s h o u l d  c o n t i n u e
t o  o f f s e t  t h e  m a r g i n  t i g h t e n i n g  a s s o c i a t e d
w i t h  d i m i n i s h e d  v o l u m e s .  C o n s e q u e n t l y ,
a n n u a l  e a r n i n g s  g a i n s  s h o u l d  p e r s i s t .
T h e s e  n e u t r a l l y  r a n k e d  s h a r e s  h a v e
s o m e  a p p e a l  a s  a n  i n c o m e  v e h i c l e .
R e c o v e r y  p o t e n t i a l  f o r  t h e  p u l l  t o  2 0 1 2 -
2 0 1 4  i s  a b o u t  a v e r a g e  f o r  a  u t i l i t y .  B u t  t h e
r e c e n t  d i v i d e n d  h i k e ,  a n d  r e l a t i v e  s t a b i l i t y
p r o v i d e d  b y
b a s e ,
q u a l i t y  s t o c k ,
B r y a n  J  F o n g

P i e d m o n t  N a t u r a l  G a s  h a s  p o s t e d  a
m i x e d  b a  o f  f i n a n c i a l  r e s u l t s  t h u s  f a r
i n  2 0 0 9 .  q u a r t e r l y  s a l e s  i n  t h e  f i r s t  h a l f
d e c l i n e d ,  y e a r  o v e r  y e a r ,  a s  t h e  w e a k e n e d
e c o n o m y  c o n t i n u e d  t o  w e i g h  o n  b o t h
r e s i d e n t i a l  a n d  c o m m e r c i a l  n e w  c o n s t r u c -
t i o n  a c t i v i t i e s .  A s  a  r e s u l t ,  P N Y ' s  r e g u -
l a t e d  u t i l i t y  s e g m e n t  h a s  b e e n  e x p e r i e n c i -
n g  d e c l i n i n g  c u s t o m e r  g r o w t h  c o m p o u n d e d
b y  r i s i n g  c o n s e r v a t i o n  p r a c t i c e s  a t  e x i s t i n g
a c c o u n t s .  N o n e t h e l e s s ,  m a r g i n s  h a v e  b e e n
w i d e n i n g ,  t h a n k s  l a r g e l y  t o  l o w e r  n a t u r a l
g a s  c o s t s ,  w h i c h  h a v e  m o r e  t h a n  o f f s e t  t h e
r i s e  i n  o p e r a t i n g  e x p e n s e s .  T h e s e  t r e n d s
r e s u l t e d  i n  a  1 0 . 6 %  h i k e  i n  t h e  A p r i l -
p e r i o d  b o t t o m  l i n e .
M e a n t i m e ,  s l u m p i n g  d e m a n d  h a s  p u t
t h e  b r a k e s  o n  m a n y  o f  t h e  c o m p a n y ' s
c a p i t a l  p r o j e c t s .  M a n a g e m e n t  h a s  o p t e d
t o  d e f e r  i t s  p i p e l i n e  i n f r a s t r u c t u r e  e n -
h a n c e m e n t  p l a n s  t h a t  w e r e  s c h e d u l e d  t o
s e r v e  t h e  n e w  g a s - H r e d  p o w e r  g e n e r a t i o n
m a r k e t s  o f  N o r t h  C a r o l i n a .  M o r e o v e r ,  c o n -
s t r u c t i o n  o f  t h e  l i q u i d  n a t u r a l  a s  s t o r a g e
f a c i l i t y  i n  R o b e s o n  C o u n t y ,  n g  h a s  a l s o
b e e n  p u t  o f f ,  C u r r e n t  c u s t o m e r lsow th
p r o j e c t i o n s  i n  t h a t  r e g i o n  i n d i c a t e  t  °  f a -
c i l i m a y  n o t  b e  n e c e s s a r y  f o r  a  f e w  m o r e

Target Price Range

39.7%

53.8%

1047.0

11.8%

Exd. extraordinary item
may not aM to total due Io change in shares
outstanding (D In 2008: $16.3

Compass Financial Strength
s\ode§ rice stability
Price Growth Persistence
Earnings mgicgabinny

A l Fiscal year ends October 31st Div'd reinvest. plan available, 5% discount
B Diluted earnings. 1 Includes deferred charges.
00, B¢..Exd.nomecuning charge: '97, 2¢ (C) Dividends historically paid rid-January m' lion. 22¢lshare

Next eamingsrepbrt due early Nov, Quarters ALL. July, October .
° 2009.valu2LinepLlbi§l'i ,Inu;Alrigv\sreserve4.Fadnalmaaialisclllained
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR omissions HEREIN. is WW lot
olimaybe1epruduneri.resnlltstoredor trznsniillellirianyl11illilerl.dedroricofolhalu\1n.0f fofgalafalingormaflldilgarryprilednfdedwricpuilicaiilln.
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SOUTH JERSEY INDS. NYSE-SJI
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I

1993 1994 1995 1996 1997 199s 1999 2000 2001 2002 2003 2004 2005 200s

17.03

1.54

.78

.72

17.45

1.35

.61

.72

18.50

1.65

.83

.72

16.52

1.54

.as

.72

16.18

1.60

.86

.72

20.89

1 .44

.64

.12

17.60

1.84

1.01

.72

22.43

1_g5

1.08

.73

35.80

1.90

1.15

.74

20.69

2.12

1.22

.75

25.34

2.24

1.37

,vs

29.51

2.44

1.58

.so

31.78

2.51

1.11

.86

31.76

3.51

2.46

.92

1.87

7.17

1.93

7 2 3

2.08

7.34

2.01

8.03

2.30

6.43

3.06

$.23

2 1 9

6.74

2.21

7 2 5

2.82

7881

3.47

9.67

2.35

11.26

2.67

12.41

3.21

13.50

2 .  1

15.11

19.81 21.43 21.44 21.51 21.54 21.56 22.30 23.00 23,72 24.41 25.46 27.76 28.98 29.33

15.8

.93

5 8 %

16.1

1.06

7.4%

12.2

.82

7.2%

13.3

.83

6.4%

13.8

.80

6.1%

21.2

1.10

5.3%

13.3

.76

5.4%

13.0

.as

5 2 %

13.5

.70

4.7%

13,5

.74

4.8%

13.3

.76

4.3%

14,1

.74

3.7%

16.6

.88

3.0%

11.9

.54

3.2%

31.60

3.60

2.65

1.2s

Revenues per sh

"Cash Flow" per sh

Eamlngs per sh A

Div 'ds  Ded'd  push Bl

36.35

4.20

3.10

1.50

2.40
19.35

Cap'l Spending per sh
Book Value per sh c

2.90
22.75

31.00
|Common Shs0utst'g 33.00

:res an
Una
Aus

Avg Al\n'I PIE Ratio

Rdafive PIE Rartlo

Avg Ann'l Div'd Yleld

14.0

.95

3.5%

sao

so.o

Revenues (Small)

Net Prost ($miII)

1200

1o0

40.0%

8.2%

Income Tax RaMo

Net Profit Margin

4o,o%

8.3%

40.0%

60.0%

Long-Term Debt Ratio

Common Equity Ratio

38.0%

s2.0%

1000

1075

Tata! Capital ($milI)

Net Plant (Win)

1210

1250

9.0%

13.5%

13.5%

Return on Total Cap'l

Return on Shi. Equity

Return on Com Equity

9.0%

13.5%

13.5%

392.5
22.0

515,g

24.7

837.3

26.8

505.1

29.4

696.8

34.6

819.1

43.0

921.0

48.6

931.4

12.0

42.8%
5.6%

43.1%

4.8%

42.2%

3 2 %

41.4%

5.8%

40.6%

5.0%

40.9°/»

5.2%

41.5%

5.3%

41.3%

7.7%

53.8%

37.0%

54.1%

37.6%

57.0%

35.9%

53.5%

4B.1%

50.8%

49.0%

48.7% 44.9%
51.0% l 55.1%

44.7%

55.3%

405.9

533.3

443.5

552.2

5162

607.0

512.5

666.6

e0a.4

74B.3

675.0

7999

710.3

877.3

801.1

920.0

7.4%

11.7%

14.6%

7.4%

121'/»

14.B'/>

6.9%

12.1%

12.8%

7.6%

12.4%

12.5%

7.3%

11.5%

11.6%

7.9%

12.4%

12.5%

8.3%

12.4%

12.4%

10.1%

16.3%

18.8%

CAPITAL STRUCTURE as of 6/30/09
Total Debt $496.4 mill. Due 'm 5 Yrs $228.8 mill.
LT Debt $332.7 mill. LT lnnleresl $16.0 mill.
(Total interest coverage: 8.4x)

Pension Assets-12/08 $88.3 mil.
Oblong. $142.1 mill.

Pfd Stock none

Common Stock 29,796,232 common she.
as of 8I3llJ9

MARKET CAP: $1.0 billion (aid Cap)

200B2007 moms

5.8
429.3
435.1
120.2
237.6
142.1
499.9
598%

11.1
316.6
328.3
101.2
118.4
10B.7
328.3
476%

8.0
351.4
357.4

87.9
163.7
135.7
387.3
834%

CURRENT POSITION
(WILL)

Cash Assets
Other
Current Assets
ADCSS Payable
Debt Due
Other
Current Limb.
Fix. Chg. Cov.

Est'd '06-'08
10 '12-'14

2.0%
3.5%
5.5%
7.0%
6.0%

Past
5 Yrs.

3.0%
10.0%
13.0%

6.0%
11 .0%

ANNUAL RATES
0% dlange (per sh)
Revenues
"Cos_h Flow"
Earnings
Dividends
Book Value

Past
10 Yrs.

6.0%
8.5%

11.5%
3.5%
9.0%

Cal-
endar

QUARTERLY REVENUES (3 mm.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

20os

2007

200s

2009

2010

250.3
260.1
267.7
278.3
ass

154.7
156.2
210.4
150
170

372.6
368.4
34B.1
362.2
365

153.8
171.1
135.8
134.5
160

931 .4
9564
952.0
925
980

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

zoos
2007
2008
2009
2010

.69
,ea
.67
.74
.as

.20

.21

2 6

.15

.25

1.06
1.30
1.32
1.46
1.45

.51
d.05

.04

.05

.10

2.46
2.09
2.27
2.40
2.65

Cal-
endar

QUARTERLY DWIDENDS PAID81
ar.31 JUn.30 Sep.30 Dec.31

Full
Year

2005
2006
2007
2008
2009

.438

.470

.515

.568

.213

.225

.245

.270

.298

.213

.225

.245

.270

.298

.86

.92

1.01

1.11

4.2%
72%

4.8%

57%

3.5%

76%

4.7%

62%

5.0%

57%

5.9%

52%

6.2%

50%

10.2%

37%

6.7%

48%

8.7%

49%

6.0%

51%

6.5%

50%

Retained to Can Eq

All Div'ds to Net Prof

A M
50%

induce; South Jersey Energy, South Jersey Resources Group,
Marina Energy, and South Jersey Energy Service Plus. Has 802
anployees. OffJdif, control 1.0% of com. shares, Barclays, 7.5%,
Keeley Asset Management, 5.6% (3109 proxy). Chrmn. a CEO: Ed~
ward Graham. Inoorp.: NJ. Address: 1 South Jersey Plaza, Folsom,
NJ 08037. TeL; 609 561.9000, Internet: www.s]industries.oom.I

BUSINESS' South Jersey Industries. Inc. is a holding company. Its
subsidiary, South Jersey Gas co., distributes natural gas to
340,136 customers in New Jersey's southern counties, which
lovers about 2,500 square miles and includes Atlantic City. Gas
revenue mix 'OB: residential, 46%; commercial, 23%, cogeneration
and electric aeration, 6%, industrial, 25%. Non-utility operations

r e s u l t s  f r o m  t h e  n o n u t i l i t y  o p e r a t i o n s ,  a s
w e l l .
S o u t h  J e r s e y  G a s  h a s  f i l e d  w i t h  t h e
N e w  J e r s e y  B o a r d  o f  P u b l i c  U t i l i t i e s
t o  r e d u c e  r a t e s  b 2 0 . 2 % .  T h e  a p p r o v a l
o f  t h e  B a s i c  G a s  s u p p l y  S e r v i c e  ( B G S S )
p e t i t i o n  w o u l d  a l l o w  c u s t o m e r s  t o  r e a l i z e
s i g n i f i c a n t  s a v i n g s ,  a n d  p r o v i d e  a n  i n c e n -
t i v e  f o r  h o m e o w n e r s  t o  s w i t c h  f r o m  o i l  t o
n a t u r a l  g a s .  T h e  B G S S  c l a u s e  a l l o w s
S o u t h  J e r s e y  t o  p a s s  a l o n g  i n c r e a s e s  a n d
d e c r e a s e s  i n  g a s  c o s t s e r e c t l y  t o  c o n -
s u m e r s .  T h e  c o m p a n y ' s  a b i l i t y  t o  s e c u r e
l o w e r - p r i c e d  g a s  h a s  a l l o w e d  i t  t o  p r o v i d e
c u s t o m e r s  w i t h  t h e  l o w e r  r a t e s .
S h a r e s  o f  S o u t h  J e r s e y  I n d u s t r i e s
h a v e  s l i p p e d  o n e  n o t c h  i n  T i m e l i n e s s ,
a n d  a r e  n o w  n e u t r a l l y  r a n k e d  f o r  y e a r -
a h e a d  p e r f o r m a n c e .  L o o k i n g  f u r t h e r  o u t .
w e  a n t i c i p a t e  h i g h e r  r e v e n u e s  a n d  s h a r e
e a r n i n g s  a t  t h e  c o m p a n y  b y  2 0 1 2 - 2 0 1 4 .
M o r e o v e r ,  S J I  s c o r e s  h i g h  m a r k s  f o r
S a f e tL y ,  P r i c e  S t a b i l i t y ,  a n d  E a r n i n g s  P r e -
d i c t a  i l i t y .  B u t  f r o m  t h e  p r e s e n t  q u o t a -
t i o n ,  t h i s  i s s u e  h a s  b e l o w - a v e r a g e ,  t h o u g h
r e a s o n a b l y w e l l - d e f i n e d , t o t a l r e t u r n
p o t e n t i a l  o r  t h e  c o m i n g  y e a r s .
M i c h a e l  N a p o l i ,  C P A S e p t e m b e r  I I ,  2 0 0 9

S o u t h  J e r s e y  I n d u s t r i e s  p o s t e d  a  f l a t
t o p - l i n e  c o m p a r i s o n  a n d  l o w e r  s h a r e
e a r n i n g s  f o r  t h e  s e c o n d  q u a r t e r .  E a r n -
i n g s  d e c l i n e d  m o d e r a t e l y  a t  s u b s i d i a r y
S o u d ' l  J e r s e y  G a s  i n  t h e  r e c e n t  i n t e r i m .
L o w e r  i n t e r e s t  p a y m e n t s  w e r e  m o r e  t h a n
o f f s e t  b y  h i g h e r  p e n s i o n  e x p e n s e  a n d  a n
i n c r e a s e  i n  o t h e r  o p e r a t i n g  c o s t s  a t  t h i s
b u s i n e s s .  M e a n w h i l e ,  s i g n i f i c a n t l y  c o o l e r
t e m p e r a t u r e s  d u r i n g  t h e  p e r i o d  r e s u l t e d  i n
l o w e r a i r c o n d i t i o n i n g d e m a n d a n d
r e d u c e d  e a r n i n g s  a t  t h e  o n - s i t e  e n e r g y
p r o d u c t i o n  b u s i n e s s ,  M a r i n a  E n e r g y  T h e
A s s e t  M a n a g e m e n t  a n d  M a r k e t i n g  b u s i -
n e s s  a l s o  p o s t e d  a n  e a r n i n g s  d e c l i n e  f o r
t h e  q u a r t e r .
T h e  c o m p a n y  h a s  a t t r a c t i v e  p r o s p e c t s
f o r  t h e  c o m i n g  y e a r s .  C u s t o m e r  g r o w t h
a t  S o u t h  J e r s e G a s  h a s  c o n t i n u e d  a t  a
s t e a d y  c l i p , d e s p i t e  w e a k n e s s  i n  t h e
b r o a d e r  e c o n o m y .  N a t u r a l  g a s  r e m a i n s  t h e
f u e l  o f  c h o i c e  i n  t h e  m a r k e t s  s e r v e d  b y  t h e
u t i l i t y ,  a n d  S J G  c o n t i n u e s  t o  s e e  s i g -
n i f i c a n t  i n t e r e s t  i n  c o n v e r s i o n s  f r o m  o t h e r
f u e l  s o u r c e s  t o  n a t u r a l  g a s .  I t s  r e c e n t  g a s
m a i n  e x t e n s i o n  p r o j e c t ,  a l o n g  w i t h  a g g r e s -
s i v e  m a r k e t i n g  e f f o r t s ,  Z h o u  d  b e n e f i t  t h e
u t i l i t y  g o i n g  f o r w a r d .  W e  a n t i c i p a t e  s o l i d

Target Price Range

(A) Based on GAAP EPS thrRuA%h 2006, Eco
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CAPITAL STRUCTURE as of 6130109

Total Debt $1228.0 mill. Due in 5 Yrs $566.1 mill.
LT Debt $12229 mill. LT Interest $85.0mill,
(Total interest coverage: 2.2x)
Leases, Uncapitalized Annual rentals $6.0 rutHI.
Pension Assets-12/08 $342.9 mill.

Oblong, $558.9 mill.
Pfd Stock None

Common Stock44,822,456 she.
as of 7130109

MARKET CAP: s1.1 billion (Mid Cap)

2ooa 61301092007

26.4
411 .7
438.1
191.4

G2.8
255.7
509.9
224%

32.0
410.5
502.5
220.1

47.1
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527.9
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ee.0
5.1

303.0
376.1
233%

CURMN POSITION

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Llab.
Fix. Chg. Cov.

Est'd '06-»'08
m '12.'14

1 . 0 %
3 . 5 %
4 . 5 %
5 . 0 %
3 . 5 %

Past
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9.0%
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Past
10 Yrs.
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0.5%
4.5%

ANNUAL RATES
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1800
1950

Cal-
endar
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.99

1.05
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1.98
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1.75
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2.8%
64%

2.4%

87%

1.9%

71%

1.9%

70%

1.7%

72%

4.3%

49%

22%
65%

5.2%

42%

4.8%

44%

2.1%

63%

3.0%

54%

3.5%

52%

Retained to Com Eq
All Div'ds to Net Prof

4.0%

50%

| .  Itherms. Sold PriMerit Bank, 7196. Has 4,732 employees. . nr.
own 2,0% at common stood, T. Rowe Price Associates, Inc., 7.0%.
Barclays Global Investors, 6.8%, GAMCO Investors, Inc., 6.4%
(3109 Proxy). Chaimtan: James J. Kropid. CEO: Jeffrey w. show.
Inc.: CA. Address: 5241 Spring Mountain Road, Las Vegas, Ne
ada 89146. Telephone: 702-876-7237. Internet: www.swgas.oom.

1 |, 1 1

BUSINESS: Southwest Gas Corporation is a regulated gas dis-
tributor serving approximately 1.8 milUon customers in sections at
Arizona, Nevada. and California. Comprised of two business seg-
ments: natural gas operations and oonslrudion services. 2008 mar-
gin mix: resldentid and small oommeIdal, 86%, large commercial
a i ustrial. 5%. trans son. 9%. Total tlvoughput 2.4 billion

|S e p t e m b e r  I I ,  2 0 0

s e e k i n g  a n  i m p r o v e m e n t  i n  r a t e  d e s i g n .
S p e c i f i c a l l y ,  S W X  w a n t s  t o  i m p l e m e n t  a
d e c o u p l e d  r a t e  s t r u c t u r e  t h a t  w o u l d  a l l o w
i t  m o r e  f r e e d o m  i n  p u r s u i n g  c u s t o m e r  c o n -
s e r v a t i o n o p p o r t u n i t i e s . T h i s f o l l o w s
r e c e n t  p r i o r  r a t e  c a s e  s e t t l e m e n t s  i n  C a l i -
f o r n ia  a n d  A r i zo n a .
I n v e s t o r s  s h o u l d  b e  m i n d f u l  o f  s e v e r a l
c a v e a t s .  W a r m e r - t h a n - n o r m a l  t e m p e r a -
t u r e s  d u r i n g  t h e  w i n t e r  m o n t h s  c a n  h u r t
p e r f o r m a n c e  a t  S o u t h w e s t  G a s .  I n  a d d i -
t i o n ,  t h e  c o m p a n y  w i l l  p r o b a b l y  i n c u r
g r e a t e r  o p e r a t i n f 8  c o s t s  a s  i t  c o n t i n u e s  t o
e x p a n d ,  a n d  p r o  l i a b i l i t y  m a y  s u f f e r  i f  r a t e
r e l i e f  ca n n o t  ke e p  u p  a iM  r i s i n g  e xp e n se s .
T h e  p a c e  o f  c u s t o m e r o a t h  s h o u l d
p i c k  u p  i n  t h e  f u t u r e . a t ' s  a s s u m i n g
e co n o m ic  co n d i t i o n s  in  So u t h w e s t ' s  se r v i ce
a r e a s  i m p r o v e  i n  t h e  c o m i n g  y e a r s .  A s  a
r e s u l t ,  w e  a n t i c i p a t e  h i g h e r  r e v e n u e s  a n d
s h a r e  e a r n i n g s  a t  t h e  c o m p a n y  b y  2 0 1 2 -
2 0 1 4 .  M o r e o ve r ,  i n co m e - o r ie n t e d  i n ve s t o r s
m a y  f i n d  t h e  s t o ck ' s  p r o sp e c t s  f o r  d i v i d e n d
g r o w t h  a t t r a c t i v e .  B u t  r a m  t h e  p r e s e n t
q u o t a t i o n ,  t h i s  n e u t r a l l y  r a n k e d  e q u i t y
f e a t u r e s  a b o u t - a v e r a g e  t o t a l  r e t u r n  p o t e n t
r ia l  f o r  a  u t i l i t y  .
M i c h a e l  N a p o t ,  C P A

S o u t h w e s t  G a s  r e p o r t e d  u n f a v o r a b l e
t o p - l i n e  p e r f o r m a n c e  f o r  t h e  s e c o n d
q u a r t e r .  T h e  r e c e n t  r e c e s s i o n  s t y m i e d
c u s t o m e r  g r o w t h  a n d  r e s u l t e d  i n  l o w e r
u s a g e .  O n  t h e  b r i g h t  s i d e ,  r a t e  r e l i e f  i n
A r i z o n a  a n d  C a l i f o r n i a  ( d i s c u s s e d  b e l o w )
su p p o r t e d  r e su l t s .  C o n se q u e n t l y ,  t h e  co m -
pany ' s  sha r e  loss  o f  $0 .01  compar ed  f avo r -
a b l y  w i t h  t h e  p r i o r - y e a r  t a l l y .  L o s s e s  a r e
c o m m o n  d u r i n g  t h e  s e c o n d  a n d  t h i r d
q u a r t e r s ,  o w n  t o  t h e  s e a s o n a l  n a t u r e  o f
t h e  b u s i n e s s .  E o o k i n g  f o r w a r d ,  w e  e x p e c t
l o w e r  r e v e n u e  a n d  a  n o r m a l - s i z e d  s h a r e
l o s s  f o r  t h e  t h i r d  q u a r t e r .  E a r n i n g s  c o m -
p a r i s o n s  o u g h t  t o  i m p r o v e  i n  t h e  f o u r t h
q u a r t e r ,  a ssu m in g  a  b e t t e r  o p e r a t i n g  e n v i -
r o n m e n t  a n d  g r e a t e r  c o s t  c o n t r o l .  O v e r a l l ,
w e  a n t i c i p a t e  l o w e r  r e v e n u e  a n d  h i g h e r
s h a r e  e a r n i n g s  f o r  S o u t h w e s t  i n  f u l l - y e a r
2 0 0 9 .  B o t t o m - l i n e  g r o w t h  m a y  w e l l  c o n t i n -
u e  n e x t  ye a r .
T h e  c o m p a n y  i s  a w a i t i n g  a  r a t e  c a s e
d e c i s i o n  f r o m  t h e  s t a t e  o f  N e v a d a .
S o u t h w e s t  i s  s e e k i n g  a  $ 3 0 . 5  m i l l i o n  r a t e
inc r ease  t o  com pensa te  i t  f o r  h ighe r  ope r a -
t i n g  c o s t s  i n  t h a t  s t a t e .  T h e  r e q u e s t  a s k s
t h a t  t h e  n e w  r a t e s  t a ke  e f f e c t  a t  t h e  b e g in -
n i m z  o f  N o v e m b e r .  T h e  c o m p a n y  i s  a l s o

Target Price Range

Ill'IIllllllll
m llllllllll

35.5%

1424.7

1581.1

(A) Based on avg. shares outstand. thru. '96
then diluted. End. nor rec. gains (losses): '93

8¢3'97- 1s¢; .0;,(10¢):. 'QS, (11¢): .0s,]¢. Ind
8556! writedown:#$93i 44¢; Excl. lass fr6l'H did
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RECBIT
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2012-14 PROJECTIONS
Ann'l Total

Return
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2010 o VALUE LINEPUB., mc 12-14

54.25

4.45

2.55

1.51

Revenues per sh A

"Cash FloW" Per sh

Eamings per sh a

Div 'ds Ded'd per sh °l

57.60

4.70

2.70

1.63

3.00

23.05

Cap'l Spending per sh

Book Value per sh °

2.50

26.20

50.00 Common She 0utst'g s 50.00

masa n
Ume
N m

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

15.0

1.00

4.0%

2715

130

Revenues ($mllI) A

Net Profit ($miII)

2880
135

37.0%

4.s%

Income Tax Rate

Net Profit Margin

38.0%

4.7%

35.5%

63.0%

Long-Term Debt Ratio

Common Equity Ratio

34.0%

64.5%

1830
2420

Total Capital (Mill)
Net Plant ($mlll)

2040

2720

8.0%

11.0%

11.5%

Recur on Total Cap'l
Return on Shi. Equity
Recur on Com Equity

8.0%

10.5%

11.0%

I

I

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

21.55

2.25

1.31

1.09

21.69

2.43

1.42

1.11

19.30

2.51

1.45

1.12

22.19

2.93

1.85

1.14

24,16

3.02

1.85

1.17

23.74

2.79

1.54

1.20

20.92

2.74

1.47

1.22

22.19

3.20

1.79

1.24

2e.so

3.24

1.B8

1.26

32.63

2.63

1.14

1.27

42.45

4.00

2.30

1.28

42.93

3.87

1.98

1,30

44.94

3.97

2.13

1.32

53.96

3.89

1.94

1.35

53.51

3.89

2.10

1.37

2.43

11.04

2.84

11.51

2.63

11.95

2.B5

12.79

3.20

13.48

3.52

13.86

3.42

14.12

2.67

15.31

2.68

16.24

3.34

15.78

2 5 5

16.25

2.33
w as

2.32

17.80

3.27

18.86

3.33

19.83

41.50 42.19 4293 43.70 43.70 43.84 46.47 46.47 4s.s4 4B.56 48.53 48.67 48.65 48.89 49.45

15.6

.92

5.3%

14.0

.92

5.6%

12.7

.85

6.1%

11.5

1 2

5.4%

12.1

.73

5.0%

17.2

.89

4.5%

17.3

.99

4.8%

14.6

.95

4.8%

14.7

.75

4.6%

23,1

1.25

4 8 %

11.1

.63

5,0%

14,2

1 5

4,6%

14.7

.78

4.2%

15.5

.84

4.5%

15.6

.82

4.2%

972.1
68.5

1031.1

84.6

1446.5

89.9

1584.8

55,7

2064.2

112.3

2089.6

98.0

2186.3

104.8

2637.9

96.0

2546.0

102.9

35.0%
7.1%

36.1%

8 2 %

39.6%

6.2%

M O %

3.5%

38.0%

5 4 %

38.2%

4 1 %

37.4%

4.8%

39.0%

3.6%

39.1%

3.9%

41.5%
561%

43.1%

54.8%

41.7%

553%

45.7%

52.4%

43.8%

54.3'/o

40.9%

57.2%

39.5%

58.6%

37.8%

60.4%

37.8%

60.3%

1218.5

1402.7

1299.2

1450.3

1400.8

1519.7

1452.5

1606.8

1454.9

1574.9

1443.6

1915.5

1478.1

1969.7

1526.1

2067.9

1625.4

2150.4

7.1%
91%
9.9%

7.9%

11.4%

11.7%

73%
11.0%
112%

5.3%

7.0%

7.2%

9 1 %

13.7%

14.0%

82°/»

11.5%

11.7%

8.5%

11.7%

12.0%

7.6%

10.1%

10.3%

7.6%

10.2%

10,-1%

CAPITAL STRUCTURE as of s»a0/os
mal Debt $728.7 mill. Due in 5 Yrs $264.5 mill.
LT Debt $624.1 mill. LT lntensl $37.4mill.
(LT interest earned: 5.9x, total interest average:
5.2x)
Pension Assels-9/08 $5B8.2mill.

Oblig. $590.5mill.
Preferred Stock $2s.2 mill. Pfd. Div'd $1.3mill.

Common Stock50,141,229 she.
as of 7/31109

MARKET CAP: $1.7 billion (Mia Cap)

2008 G1301092007

6,2
736.1
742.3
243.1
347.0
158.4
748.5
490%

4.9
568.8
573.7
216.9
205.4
134.8
557.1
432%

41.6
553.2
594.8
202.8
104.6
202.1
509.5
500%

CURRENT POSITION
($raILL)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Omaha
Current Limb.
Fix OhQ» Cov.

Es¢'d '06-'08
tO '12-'14

1.5%
2.5%
4.0%
3.0%
4.5%

Past
yrs.
9.0%
4.0%
4.0%
1 .5%
4.5%

Past
la Yrs.

8.5%
3.5%
2.0%
1.5%
4.0%

ANNUAL RATES
of derange (per sh)
Revenues
"Cash Flow"
Earnings
Dividends
Book Value

Fiscal
Year
Ends

QUARTERLY REVENUES Ismill.)A

Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2006
2001
200a
2009
2010

902.9 10B4.5
732.9 1119.9
751.6 1020.0
021.5 1040.9
830 1050

346.9
467.5
464.7
427.0
445

323.6
325.7
391.9
370.6
390

2537.9
2645.0
26282
2660
2715

Fiscal
Year
Ends

EARNINGS PER$HAREA°
Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

zoos
2007
200s
2009
2010

d.01

.22

.06

.11

.12

1.17
1.27
1.66
1.85
1.66

.93

.92

.95
1.03
1.04

d.15
d.31
d.24
d.29
d.27

1.94
2,10
2.44
2.50
2.55

Cal-
endar

QUARTERLY DNIDENDS PAID c I

Mar.31  Jun.30  Se l: .30 D68_31

Full
Year

2005

2005

2007

200B

2009

.333

.338

.34

.36

.325

.333

.34
.34
.36

.333

.338

.34

.36
.37

.ala

.338
.34
.36
.37

1.32
1.34
1.36
1.42

1.8%

82%

3.7%

69%

3.8%

87%

NMF

112%

6.2%

58%

4.1%

65%

4.6%

62%

3.2%

69%

2.5%

66%

5.0%

57%

4.5%

59%

4.5%

59%

Retained to Com Eq

All Div 'ds to Net Prof

4.0%

60%

vides energy related products in the D,C. metro area, Wash. Gas
Energy Sys. designs/installs comm'l heating, ventilating, and air
bond, systems. American Century \no. own 7.1% M common stop,
0l'lJdr, less lllan 1% (1/09 proxy). Chmin. & CEO: J.H. DeGraflen-
reidt. inc.: D.C. and VA Adar.: 1100 H Si.. N.W., Washington, D.C.
20080. Ta; 202-624-6410. Internet www.wglhddings.com.|

BUSINESS! WGL Holdings, Inc. is the parent of Washington Gas
Light, a natural gas distributor in Washington, ac. and adjaowt
areas of VA and MD to lesident'I and comm'l users (1.053,032
meters). Hampshire Gas, a federally regulated sub., operates an
underground gas-storage facility in WV. Non~regu1ated subs.:
Wash. Gas Ene Svgs. sells and delivers natural gas and pro-

considering
the company ap-

ments of the

On the efficiency front,
management

expenses
the year-ago period. This

m i d - s i n g l e - d i g i t
y e a r .

equity's top-notch
mark for Price

But appreciation potential isdemand the
utility business may

topically and seasonally slow for WGL.
Nonetheless, a l l  that  hap-
pened in the past year,
pears to be in solid shape.
T h e  L N G  p e a k i n g  f a c i l i t y  i s  g o i n g  t o
t a k e  l o n g e r  t h a n  e x p e c t e d  t o  b e  c o m -
p l e t e d  a n d  p u t  i n t o  s e r v i c e .  T h a t
p r o j e c t  w i l l  b e  u s e d  t o  s u p p o r t  c u s t o m e r
g r o w t h  a n d  m a i n t a i n  t h e  p r e s s u r e  r e q u i r e ~

distribution system in Chil-
lum, MD. It was planned to be in service
by the 2012-2013 winter heating season,
but due to regulatory and legal issues, the
following year is more likely.
These top-quali ty shares may appeal
to income-oriented accounts, as they
offer an attractive dividend yield. Typical-
ly, too, they proved much less volatile than
the broader market during the recent
turmoil. This partly stems from WGL's
large government business in the DC
metro area, which has been less affected
by the economic downturn. These benefits
are ev ident  i n  the
Safetyl rank, and high
Stabs `ty.
subpar for the pull to 2012-2014.
Bryan .L Fong September II, 2009

WGL Holdings posted a mixed bag of
financial results for the off-peak June
period. Top-line volumes fell approxi-
mately 8% over that t ime frame. This
stemmed from weakness at the regulated
utility segment, which has been dealing*
with lower natural gas consumption an
some equipment cost issues. On a brighter
note, the retail energy marketing division
got a boost to its revenues and earnings
contributions from higher natural gas and
electricity mar ins.

835 been performing well.
Operating declined 90 basis
points versus
stemmed from lower labor and benefits ex-
penses. All told, the bottom line advanced
nicely
W e  l o o k  f o r  t h e  c o m p a n y  t o  r e g i s t e r  a

ear n i ngs  h i ke t h i s
The decent gains experienced earlier

in 2009 will probably be offset by a larger
share deficit in the fiscal fourth quarter.
Despite the
per ormance
design build
mainstay
be soft. Also,

widening margins and solid
from the retail energy and
segments, at

regulated
the September period is his-

Target Price Range

mm

I I I Fiscal years end Sept. 30th
B Based on diluted shares. Excludes non

recum'ng losses: '01, (13¢); '02, (M¢); '01, (4¢)
diiumunued operations 0 6  (1 5 ¢ )  Qt ly e gg

°2o0s.value LireP\1hlishin,lnc.AII' leseved. Faaualmataia|lso|:lai1ed iom.
THE PUBLISHER IS NOT RE§pons\sLs OR ANY ERRORS OR 0Mlss|0n$ HEREIN. Th
dimayberepvoducednescld,stule60fIransn'¢llledi\tanyprirAed.deu1u1icorulheHarm.oflr

smueshdievl\1Wbelellllaand\splnvlneuvlll\um-uvalguus.a-uzgmu
..|:Ic|Iul\is§I|dY|llS4l!!0|l¢l'$0|IIll\\1l\-¢0||||lU@i~|"|'U1"9'- nw
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American States is a public utility company engaged principally in thepurchase, production, distribution and sale of
water. The company alsodistributes electricity in some communities. in the customer service areas for both water
and electric, rates and operations are subject to the jurisdiction of the California Public Utilities Commission

General lntormatisre
AMER STATES WTR
630 East Foothill Boulevard
San Dimers. CA 91773-1212
Phone: 909 894-3600
Fax: 909 394-0711
Web: www.gswater.com
Email: investorinfo@aswater.com

industry

Sector

UNTIL-WATER

Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
09/30/09
03/11/2010

Price and Volume lnfsrmation

[RUR] 30-Dug Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

58,586.95
42

% Price Change
4 Week

12 Week

3.11

1.02

2.61

324%
Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last spun Date

10-30-09 11-27-09

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

Dividend Yield

Annuai Dividend

594,19 Payout Ratio

7.63 Change in Payout Ratio

06/10/2002 Last Dividend Payout I Amount 11/09/2009 / $0.26

EPS Information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Lorxg-Term EPS Growth Rate

Next EPS Report Date

Fundamental Ratios

0.40

1 .78

4.00

03/11/2010

Consensus Recommendations
Current (1=Strong Buy. 5=Strong Sell)
30 Days Ago

60 Days Ago

90 Days Ago

EPS Growth

18.02 vs. Previous Year

17.27 vs. Previous Quarter

Sales Growth

38.46% vs. Previous Year

15.62% vs. Previous Quarter

19,05° /Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios
Price/Book 1.65 09/30/09 10.03 09/30/09

http://www.zacks.com/research/print.php?type=report&t=AWR 11/30/2009
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8.54

1 .66

9.40

9.02

06/30/09

03/31/09

Operating Margin

1.01
1.10
0.82

06/30/09

03/31 /09

Quick Ratio

09/30/Q9

06130/09

03/31/09

0.99
1 .08

0.80

09/30/09

06/30/09

03/31 /09

Pre-Tax Margin Book Value

12.57

10.59

9.75

09/30/09

0680/09

03/31/09

12.57

10.59

9.75

09/30/09

06/30/09

03/31/09

Debt-ta-Equity Debt to Capital

Price/Cash Flow

Price / Sales

Current Ratio

09/30/09

06/30/09

03/31/09

Net Margin

09/30/09

06/30/09

03/31/09

Inventory Turnover

09/30/09

06/30/09

03/31/09

49.80
51 .08
52.72

09/30/09

06/30/09

03/31/09

0.85
0.87

0.98

09/30/09

05/30/09

03/31/09

http://www.zacks.com/research/print.php'?type=report&t=AWR 11/30/2009
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CALIFORNIA WTR SVC GROUP (NYSE)

(-O.47%)

California Water Service Company's business, which is carried on through its operating subsidiaries, consists of the
production, purchase, storage, purification, distribution and sale of water for domestic, industrial, public and irrigation
uses, and for fire protection. It also provides water related services under agreements with municipalities and other
private companies. The non regulated services include full water system operation, and billing and meter reading
services

Val. 35.069 13:01 ET

G enera l information
CALIF W AT ER SVC
1720 North First Street
San Jose. CA 95112
Phone: 40B 367-8200
Fax: 408 437-9185
Web: www.calwatergroup.com
Email: klichtenberg@calwater.com

industry

Sector

UNTIL-WATER

Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
09/30/09
02/24/2010

Price and Vuiume Information

[CUT] 30-Dag Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

101 ,620.85

% Price change
4 Week

12 Week

0.85

0.08

21.90

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

10-30-09 11-27-09

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

Dividend Yield

Annual Dividend

752.21 Payout Ratio

Change in Payout Ratio

01 I26/1998 Last Dividend Payout l Amount 11/05/2009 / $0.29

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.35

1 .99

6.70

02/24/2010

Consensus Recommendations

Current (1=Strong Buy. 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundamental !  Rat ios

Current FY Estimate

Trailing 12 Months

PEG Ratio

EPS Growth

18.26 vs. Previous Year

18.22 vs. Previous Quarter

Sales Growth
11.32% vs. Previous Year
62.07% vs. Previous Quarter 1929%

http://www.zacks.com/research/print.php?type=report&t=C

CK

11/30/2009
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1.79
9.40
1.70

1 .07

1 .23

0.56

15.31
16.26

15.95

09/30/09

06/30/09

03/31 /09

Quick Ratio

09/30/09

06/30/09

03/31/09

Pre-Tax Margin

09/30/09

06/30/09

03/31 /09

Debt-to-Equity

09/30/09

06/30/09

03/31/09

10.18 09/30/09

10.94 06/30/09
10.58 03/31/09

Operating Margin

1.03 09/30/09

1.18 06/30/09

0.52 03/31/09

Book value
15.31 09/30/09
1626 06/30/09
15,95 03/31/09

Debt to Capital

0.89 09/30/09

0.95 06/30/09

0.72 03/31/09

Price Ratios

Price/Book

Price!Cash Flow

Price / Sales

Current Ratio

09/30/09

06/30/09

03/31/09

Net Margin

09/30/09

06/30/09

03/31/09

Inventory Turnover

09/30/09

06/30/09

03/31./09

38.77

38.87
36.94

http://www.zacks.com/research/print.php?type=report&t=C 11/30/2009
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Southwest Water Company provides a broad range of utility and utility management services and serves people
from coast to coast. Through its various subsidiaries, Southwest operates and manages water and wastewater
treatment facilities along with providing utility submetering and billing and collection services

General lnl'ormatkm
SOUTHWEST WATEF{
One Wilshire Building 624 South Grand Avenue
Suite 2900
Los Angeles, CA 90017-3782
Phone: 213 929-1800
Fax: 626~915-1558
Web: www.southwestwater.com
Email: swwc@swwc.com

Industry

Sector

UNTIL-WATER

Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
09/30/09
07/08/2010

Price and Volume Infuriation

[SUHCJ 30-Dag Closing Prices
Zacks Rank

Yesterdays Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

138,595.30

1)-30-09 L1-27-l19

% Price Change
4 Week

12 Week

5.92
21 .90

83.23

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

4 Price Change Relative to S&P 500
4 Week

12 Week

YTD

Dividend Information

Dividend Yield

Annual Dividend

146.78 Payout Ratio

Change in Payout Ratio

12/28/2005 Last Dividend Payout / Amount 11/02/2009 / $0.05

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Consensus Recommendations

Current (1=Str<3ng Buy, 5=Sirong Sell)

30 Days Ago

60 Days Ago

07/08/2010 90 Days Ago

0.05
0.16

Fundamental Ratios

Current FY Estimate

Trailing 12 Months

PEG Ratio

EPS Growth
38.06 vs. Previous Year

vs. Previous Quarter

Sales Growth
79 vs. Previous Year

100.00% vs. Previous Quarter 12.53%

Price Ratios

http://www.zacks.com/research/print.php?type=report&t=S C 11/30/2009
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1 .32

3.35
0.68

28.88
27.86

25.95

09/30/09

05/30/09

03/31 /09

Operating Margin

09/30/09

06/30/09

1.33 03/31 /09

Book Value

09/30/09

OS/30/09

20,42 03/31/09

Deb! to Capital

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

09/30/09

OB/30/09

03/31/09

Net Margin

09/30/09

06/30/09

03/31/09

Inventory Turnover

09/30/09

06/30/09

03/31 $09

09/30/09

06/30/09

03/31/09

Quick Ratio
09/30/09
06/30/09

1.33 03/31/09

Pre-Tax Margin

09/30/09

06/30/09

20.42 03/31/09

Debt-to-Equity

09/30/09

06/30/09

03/31/09

09/30/09

08/30/09

1 .78 03/31/09

http://www.zacks.com/research/print.php?type=report&t=S C 11/30/2009
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AQUA AMERICA INC (nosE)
(0.91%)

Aqua America is the largest publicly-traded U.S.-based water utility serving residents in Pennsylvania, Ohio, Illinois
Texas, New Jersey, Indiana, Virginia, Florida, North Carolina, Maine, Missouri, New York, South Carolina and
Kentucky. The company has been committed to the preservation and improvement of the environment throughout its
history, which spans more than 100 years

VOL 7425.637 13:82 ET

General information
AQUA AMER INC
762 W Lancaster Avenue
Bryn Mawr, PA 1901043489
Phone: B10 527~8000
Fax: 610-645-1061
Web: www.suburbanwater.com
Email: ir.aquaamerica.com

Industry

Sector

UNTIL-WATER

Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
09/30/09
02/25/2010

Price and Volume information

EH'I'R] 30-Dag Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

115.8

20 Day Moving Average

Target Price Consensus

1,535,791 .75

VS Price Change

4 Week

12 Week

4.14
4.00

21.85

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

10-30-09 11-27-09

M, Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information
135.92 Dividend Yield

Annual Dividend
2,186.92 Payout Ratio

Change in Payout Ratio
12/02/2005 Last Dividend Payout / Amount 11/12/2009 / $0.14

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.22

0.79

7.70

02/25/2010

Consensus Recommendations
Current (1=Strong Buy, 5=Sirong Sell)

30 Days Ago
60 Days Ago

90 Days Ago

Furudamentai Ratios

Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios

EPS Growth
20.27 vs. Previous Year

20.90 vs. Previous Quarter

Sales Growth
vs. Previous Year

31.58% vs. Previous Quarter

1

http://www.zacks.com/research/print.php?type=report&t=WTR 11/30/2009
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2.03

1 T .29

3.30

9.66 09/30/09

9.95 06/30/09
9.77 03/31/09

Operating Margin
0.50 09/30/09
0.55 06/30/09

0.55 03/31/09

0.54

0.60

0.60

Book Value

25.72
26.47
26.37

25.72 09/30/09
26.47 06/30/09

26,37 03/31/09

Debt to Capital

Price/Book

Price/Cash Flow

Price l Sales

Current Ratio

09/30/09

0B/30/09

03/31/09

Net Margin

09/30/09

06/30/09

03/31/09

Inventory Turnover

09/30/09

06/30/09

03/31/09

40.79

39.75

31 .95

09/30/09

06/30/09

03/31/09

Quick Ratio

09/30/09

06/30/09

03/31/09

Pre-Tax Margin

09/30/09

06/30/09

03/31 /09

Debt-to-Equity

09/30/09

06/30/09

03/31 /09

1.17 09/30/'09

1.14 06/30/09

1.15 03/31/09

http://www.zacks.com/research/print.php'?type=report&t=WTR 11/30/2009
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AGL RESOURCES INC (NYSE)
(-1.18%)

AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and
southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGL's
major service area is the ten county metropolitan Atlanta area

Vol. 97.297 13:02 ET

Genera! information
AGL RESOURCES
Ten Peachtree Place NE
Atlanta. GA 30809
Phone: 404 584-4000
Fax: 404 584-3945
Web: www.aglresources.com
Email: scave@aglresources.com

industry
Sector

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
09/30/09
02/04/2010

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

[REL] $8-Dag Closing Prices

20 Day Moving Average

Target Price Consensus

285,124.59

11-27-09

% Price Change

4Week

12 Week

1 .03

3.41

10.37

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

ll)-Gb-09

% Price Change Relative to S&P s00
4 Week
12 Week

YTD

Dividend Information

Dividend Yield

Annual Dividend

2,673.85 Payout Ratio

Change in Payout Ratio

12/04/1995 Last Dividend Payout / Amount 11/10/2009 / $043

EPS information
Current Quarter EPS Consensus Estimate

Currern Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.84

2.74

4.50

02/04/2010

Consensus Recommendations

Current (1=Strong Buy, 5=S1rong Sell)

80 Days Ago

60 Days Ago

90 Days Ago

Fundamental Ratios

Current FY Estimate

Tra5lirxg 12 Months

PEG Ratio

EPS Growth

12.63 vs. Previous Year

11.77 vs. Previous Quarter

Sales Growth
42.86% vs. Previous Year

38.46% vs. Previous Quarter

43.04%

18.577/

Price Ratios

Price/Book

Price/Cash Flow

1.53 D9/30/09

06/30/09

13.05 09/30/09
06130/09

http://www.zacks.com/research/print.php'?type=repo1t&t=AGL 11/30/2009
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0.64
0.61

0.80

Price / Sales

Current Ratio

09/30/09

06/30/09

03/31/09

Net Margin

09/30/09

06/30/09

03/31/09

Inventory Turnover

09/30/09

06/30/09

03/31 !09

13.92 03/31/09

Operating Margin

09/30/09

05/30/09

03/31/09

Book Value

09/30/09

06/30/09

03/31/09

Debt to Capita!

09/30/09

06/30/09

03/31/09

15.30
17.12
14,84

1.08 03/31/09

Guick Ratio
1.26 09/30/09
1.03 06/30/09
1.06 03/31/09

Pre-Tax Margin
15.30 09/30/09
17.12 06/30/09

14.84 03/31/09

Debt-to-Equity

3.70 09/30/09

3.70 OB/30/09

3.45 03/31/09

1.13
0.95
0.95

http ://www . backs .com/research/print.php ?type=report&t=AGL 11/30/2009
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ATMOS ENERGY CORP (NYSE)

(-1 .629

At nos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and
other customers. At nos operates through five divisions in cities, towns and communities in service areas located in
Colorado, Georgia, Illinois, lowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee, Texas and
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina
The Company also transports natural gas for others through its distribution system

VoL 284 33:83 ET

General information
AT MOS ENERGY CP
Three Lincoln Centre 5430 Lbs Freeway
Suite 1800
Dallas. TX 75240
Phone: 972~934-9227
Fax; 972-855-3040
Web: www.atmosenergy.com
Email: InvestorRelations@atmosenergy.com

Industry
Sector

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
09/30/09
02/09/2010

Price and Volume lnformaiion

[RTD] 30-Dug Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

.--....-. ~*- 4

20 Day Movirsg Average

Target Price Consensus

514,786.56

79 Price Change

4 Week

12 Week

0.00

2.28

17.51

4.81 %
Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

10-30-09 11-27-09

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

Dividend Yield

Annual Dividend

2,569.77 Payout Ratio

Change in Payout Ratio

05/17/1 gg4 Last Dividend Payout / Amount 11/23/2009 / $0.34

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.90

2.19

5.00

02/09/2010

Consensus Recommendat ions

Current (1=Strong Buy. 5=Strong Sell)

30 Days Ago

50 Days Ago

90 Days Ago

Fundamental Ratios

Current FY Estimate

Trailing 12 Months

PEG Ratio

EPS Growth

12.69 vs. Previous Year

13.79 vs. Previous Quarter

Sales Growth
500.00% vs. Previous Year

33.33% vs. Previous Quarter

54.84%
16.679

http://www.zacks.com/research/print.php?type=report&t=ATO 11/30/2009
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8.58 09/30/09

9.14 0B/30/09
9,16 03/31/09

Operating Margin
0.65 09/30/09

0.74 06/30/09
0.90 03/31/09

Book Value
5.86 09/30/09
5.55 06/30/09
4.61 03/31/09

Debt to Capital

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current Rafi<>

09/30!'D9

06/30/09

03/31/09

Net Margin

09930/09

06/30/09

03/31/09

Inventory Turnover

09/30/09

06/30/09

03/31/09

1.18 09/30/09

6.24 06./30/09
0.52 03/31/09

Quick Ratio

1.12 09/30/09

1.24 06/30/09

1.15 03/31/09

Pre-Tax Margin

5.86 09/30/09

5.55 06/30/09

4.61 03/31/09

Debt-to-Equity
10.42 09/30/09

11.62 06/30/09

11.66 03/31/09

1.00 09/30:'09

0.99 06/30/'09

1.00 03/31/09

http://www.zacks.com/research/print.php?type=report&t=ATO 11/30/2009
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LACLEDE GROUP INC (nosE)
(-0.67%)

The Laclede Group, Inc. is a public utility engaged in the retail distribution and transportation of natural gas. The
Company, which is subject to the jurisdiction of the Missouri Public Service Commission, serves the City of St. Louis
St. Louis County, the City of St. Charles, St. Charles County, the town of Arnold, and parts of Franklin, Jefferson, St
Francois. Ste. Genevieve, Iron, Madison and Butler Counties, all in Missouri

Val . 66 $3294 T

General information
LAC LED E G AP :no
720 Olive Street
St, Louis, MO 63101
Phone: 314-s42-0500
Fax: 314-421 -1979
Web: www.thelacledegroup.oom
Email mkullman@lacledegas.com

Industry
Sector

UTIL-GAS DiSTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Data

September
09/30/09
01/28/2010

Price and Volume Information

ELG] 38-Dau Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

2O Day Moving Average

Target Price Consensus

113,136.90
35

% Price Change
4 Week
12 Week

2.57

4.23

32.75

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

10-30-09 11-27-09

79 Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

Dividend Yield

Annual Dividend

598.26 Payout Ratio

Change in Payout Ratio

03/08/1994 Last Dividend Payout l Amount 09/09/2009 / $0.38

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Fundamental !  Rat ios

1 .02

2.52

3.00

01/28/2010

Consensus Recommendaiinns

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

EPS Growth

12.50 vs. Previous Year

10.82 vs. Previous Quarter

Sales Growth

57.14% vs. Previous Year

170,97° A vs. Previous Quarter

44.24°/<

18.72° /<
Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios
Price/Book 1.35 09.0/09 12.30 09/30/09

http://www.zacks.com/research/print.php'?type=report&t=LG 11/30/2009
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12.78

13,53

D6/30/D9

03/31/0g

Operating Margin

0.84
0.98

0.95

09/30/09

06/30/09

03/31 /09

Book Value

5.11

4.81

4.46

09/30/09

06/'30/09

03/31 /09

Debt to Capita!

Price!Cash Flow

Price / Sales

Current Ratio

09/30/09

06/30/09

03/31/09

Net Margin

09/30/09

06/80/09

03/31/09

Inventory Turnover

09/30/09

06/30/09

03/31/09

6.89 06/30/09
0.37 03/31/09

Quick Ratio
1.23 09/30/09

1.24 06/30/09
1.17 03/31,109

Pre-Tax Margin
5.11 09/30/09

4.81 06/30/09
4.46 03/31/09

Debt-to-Equity
11.80 09/30/09
10.55 05/30/09
11.30 03/31/09

0.75
0.73
0.73

09/30/09

06/30/09

03/31/09

http://www.zacks.com/research/print.php?type=report&t=LG 11/30/2009
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NEW JERSEY RES (NYSE)

(-1 .33%)

NJ RESOURCES is an exempt energy secs holding company providing retail & wholesale natural gas & related
energy services to customers from the Gulf Coast to New England. Subsidiaries include: (1) N J Natural Gas Co, a
natural gas distribution company that provides regulated energy & appliance services to residential, commercial &
industrial customers in central & northern N J. (2) NJR Energy Holdings Corp formerly NJR Energy Svcs Corp & (3)
NJR Development Corp, a sub-holding company of NJR, which includes the Company's remaining unregulated
operating subsidiaries

Vol. 841.231 13:04 T

General information
NJ  RESOURCES
1415 Wyckoff Road
Wall. NJ 07719
Phone: 732.938-1489
Fax: 782 938-3154
Web: www.njresources.com
Email: investcont@njresources.com

Industry
Sector

UT!L-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
09/30/09
11/30/2009

Price and Volume Information

YI\I.1D 1 Rh-hnu CI

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

141 ,417666

4 2
10-$0-U9

% Price Change

4 Week

12 Week

0.31
2.75

10.27

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

11-27-09

% Price Change Relative to S&P 500
4 Week

12 Week
YTD

Dividend information

Dividend Yield

Annual Dividend

1,483.55 Payout Ratio

9.56 Change in Payout Ratio
03/04/2008 Last Dividend Payout / Amount 09/11/2009 / $0.31

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.12

2.39

7.00

11/30/2009

C o n s e n s u s Recommendat ions

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Furzdamentai  Rat ios

Current FY Estimate

Trailing 12 Months

PEG Ratio

EPS Growth
13.82 vs. Previous Year

16.81 vs. Previous Quarter

Sales Growth

130.00% vs. Previous Year

98.24% vs. Previous Quarter

55.91° /<

52.96%

http://www.zacks.com/research/print.php?type=report&t=NIR
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2.06
11.15 t 2.20

11.73

09/30/09

05/80/09

03/31 /09

Operating Margin

1.23

1.17

0.88

1 .07

09/30/09

06/30/09

03/31/09

Book Value

5.66

5.26

5.66
5.26

09/30/09

06/30/09

03/31/09

Debt to Capita!

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

09/30/09

OG/30/09

03/31/09

Net Margin

09/30/09

06/30/09

03/31/09

Inventory Turnover

09/30/09

06/30/09

03/31/09

9.78

10.09

09/30/09

06/30/09

03/31/09

Quick Ratio

09/30/09

06/30/09

03/31/09

Pre-Tax Margin

09/30/09

06/30/09

03/31/09

Debt-to-Equity

09/30/09

06/30/09

03/31/09

0.63

0.61

09/30/09

06/30/09

03/31 /09

http://www .zacks.com/research/print.php '?type=report&t=NJR 11/30/2009
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NICOR INC (nosE)

(-0.5S%)

Nicor Inc. is a holding company and is a member of the Standard & Poor's 500 Index. Its primary business is Nicor
Gas, one of the nation's largest natural gas distribution companies. Nicer owns Tropical Shipping, a containerized
shipping business serving the Caribbean region and the Bahamas. In addition, the company owns and has an equity
interest in several energy-related businesses

Vol. 141

General information
NICOR INC
1844 Ferry Road
Naperville, lL 60563~9600
Phone: 630-305-9500
Fax: 630883-9328
Web: www.nicor.com
Email: None

Industry
Sector

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
09/30/09
02/24/2010

Price and Volume Information

i r*8 rr:oc1 'NNIJ m
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

414,910.16

10-30-09 11-27-09

% Price Change
4 Week

12 Week

5.47
9.15

12.58

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

% Price Change Relative to S&P 500
4 Week

12 Week
YTD

Dividend Information

Dividend Yield

Annual Dividend

1,768.63 Payout Ratio

Change in Payout Ratio

04/27/1993 Last Dividend Payout / Amount 09/28/2009 /

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .01

2.68

4.20

02/24/2010

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

50 Days Ago

90 Days Ago

Fundamental Ratios
EPS Growth

14.60 vs. Previous Year

13.92 vs. Previous Quarter

Sales Growth

900.00% vs. Previous Year

40.00°/0 vs. Previous Quarter

26.059
27.26%

Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios
Price/Book 1.77 09!30/09 12.88 09/30/09

http://www.zacks.com/research/print.php'?type=report8ct=GAS 11/30/2009
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5.71

0.60

11.78

12.46

OB/30/09

03/31 /09

Operating Margin

0.81
0.76
0.78

0.62
0.73

0.77

09/30/09

05/30/09

03/81/09

Book Value

6.32
5.46

5.21

6.32
5.46

5.21

09/30/09

06/30/09

03/31 /09

Debt to Capita!

Price/Cash Flow

Price / Sales

Current Ratio

09/30/09

06/30/09

03/31/D9

Net Margin

09/30/09

06/30/09

03/31/09

Inventory Turnover

09/30/G9

06/30/09

03/31 !09

15.60
14.05

15.05

06/30/09

03/31/09

Quick Ratio

09/30/09

06/30/09

03/31/09

Pre-Tax Margin

09/30/09

06/30/09

03/31 /09

Debt~to-Equity

09/80/09

OG/30/09

03/31 /09

0.50
0.50
0.45

09/30/09

06/30/09

03/31/09

http://www . backs .com/research/print.php'?type=repor1&t=GAS 11/30/2009
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NORTHWEST NAT GAS CO (NYSE)

(-1.009

NW Natural is principally engaged in the distribution of natural gas.The Oregon Public Utility Commission (OPUC)
has allocated lo NW Natural as its exclusive service area a major portion of western Oregon, including the Portland
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay. NW Natural
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive
rights to serve portions of three Washington counties bordering the Columbia River

VOL ?'6.933 13:83 ET I

G enera l Information
NORT HW EST  NAT  G
220 NW Second Avenue
Portland. OR 97209
Phone: 503 226-4211
Fax: 503 273-4824
Web: www.nwnaturaI.com
Email: Bob.Hess@nwnatural.com

industry
Sector

UTIL-GAS DISTR
Utilities

Fisca. Year End
Last Reported Quarter
Next EPS Date

December
09/30/09
02/1 t/2010

Price and Volume Informaiioru

[HUH] 30-Dag C1¢s:i.ng Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Gonsensus

99,669.00

10-sa-a9 11-27-09

% Price Change
4 Week
12 Week

2.34
2.27

3.26

Share Information

Shares Outstanding
(millions)

Markel Capitalization
(millions)

Short Ratio

Last Split Date

% Price Change Relative to S&P 500
4 Week

12 Week

YTD

Dividend information

Dividend Yield

Annual Dividend

1 ,134.49 Payout Ratio

Change in Payout Ratio
09/09/1996 Last Dividend Payout / Amount 10/28/2009 / $0.41

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

FundamentalRatios

1.19

2.80

5.80

02/11/2010

Consensus Recommendations
Current (1=Strong Buy, 5=Stror\g Sell)
30 Days Ago

60 Days Ago
90 Days Ago

Current FY Estimate

Trailing t2 Months

PEG Ratio

EPS Growth

15.30 vs. Previous Year

14.70 vs. Previous Quarter

Sales Growth
34.21% vs. Previous Year

308.33% vs. Previous Quarter 21 .619

Price Ratios

http://www.zacks.com/research/print.php?type=report&t=NWN

A

11/30/2009
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Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

09/30/09

OB/30/09

03/31/09

Net Margin

09/30/09

0B/30/09

03/31/09

Inventory Turnover

09/30/09

06/30/09

03/31/09

1.77 09/30/09

7.98 06/30/09
1.08 03/31/09

Quick Ratio
1.03 09/30/09

0.94 06/30/09

1.03 03/31/09

Pre-Tax Margin

11.71 09/30/09

11.19 06/30/09

10.81 03/31/09

Debt~to-Equity
9.12 09/30/09

8.96 06/30/09
10.10 03/31/09

11.87 09/30/09
11.51 06/30/'09

11.69 03/31/09

Dperating Margin
0.69 09/30/09

0.67 05/30/09

0.80 03/31/09

Book Value

11,71 09/30/09

11.19 06/30/09

10,81 03/31/09

Debt to Capital
0.99 09/30/09

0.89 06/30/09
0.88 03/31/09

http://www.zacks.com/research/print.php?type=report&t=NWN 11/30/2009
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PIEDMONT NATGAS INC (NYSE)
(4.19%)

Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three
state service area

Vol. 229.417 13:86 EET

General Informatics
PIEDMONT NAT GA
4720 Piedmont Row Drive
Charlotte. NC 28210
Phone: 704 864-3120
Fax: 704-355-3849
Web: www.piedmontng.com
Email: investorrelations@ piedmontng.com

Industry
Sector

UTEL~GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

October
10/31 /09
01 I04/2010

Price and Volume lnformaiion

[PHY] 30-Dug Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

20 Day Mfaving Average

Target Price Consensus

430,196.31 89? 23.0

% Price Change

4 Week

12 Week

1 .46

1 .67

25.42

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

10-Sl)-09 11-27-119

%>Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

Dividend Yield

Annual Dividend

1 ,726.88 Payout Ratio

724 Change in Payout Ratio

11 /0112004 Last Dividend Payout / Amount 09/22/2009 / $0.27

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

044

t .58

7.00

01/04/2010

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundamental Ratios

Current FY Estimate

Trailing 12 Months

PEG Ratio

EPS Growth

14.36 vs. Previous Year

vs. Previous Quarter

Sales Growth

vs. Previous Year

113.70% vs. Previous Quarter

49.20°/<

60,43%

http://www.zacks.com/research/print.php'?type=report&t=PNY

83
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1 .82

8.35 12.13

12.17

10/31/D9

07/31/09

04/30/09

Operating Margin

0.99

1 .07

0.76

0.88

10/31/09

07/31/09

04/30/09

Book Value

12.89

11.58

12.89
11.58

10/31/09

07/31/09

04/30/09

Debt to Capital

Price Ratios

Price!Book

Price/Cash Flow

Price / Sales

Current Ratio

10/31/09

07/31/09

04/30/09

Net Margin

10/31/09

07/31/09

04/30/09

Inventory Turnover

10/31/09

07/31/09

04/30/09

10.20

10.05

10/31 /09

07/31/09

04/30/D9

Quick Ratio

10/31 /09

07/31/09

Q4/30/09

Pre-Tax Margin

10/31 /09

07/31/09

04/30/09

Debt-to-Equity

10/31 /09

07/31 /09

04/30/09

0.84

0.82

10/31 /09

07/31 /09

04/80/09

http1//www.zacks.com/research/print.php?typ@=report&t=PNY 11/30/2009
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South Jersey leds Inc. is engaged in the business of operating, through subsidiaries, various business enterprises
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company
engaged in the purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline
system and transports natural gas

G enera l information
SOUT H JERSEY IN
1 South Jersey Plaza
Folsom. NJ 08037
Phone: 609 561 -9000
Fax: S09 561 -8225
Web: www.sjindustries.com
Email investorrelations@sjindustries.com

industry
Sector

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
09/30/09
02/25/2010

Price and Volume Information

IISJI] 30-Daw Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

,~w~w.wv » w w » » »

20 Day Moving Average

Target Price Consensus

147,675.00

10-30-09 11-27-09

% Price Change
4 Week

12 Week

1,45

6.07

10,16

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Dale

% Price Change Relative to s&p 500

4 Week

to Week

YTD

Dividend information

Dividend Yield

Annual Dividend

1,066.70 Payout Ratio

Change in Payout Ratio

07/01 /2005 Last Dividend Payout / Amount 09/08/2009 / $0.30

EPS lrsformaticn

Current Quarter EPS Gonsensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Fundamental Ratios

0.82

2.39

11 .10

02/25/2010

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

EPS Groff
Current FY Estimate

Trailing 12 Months

PEG Ratio

14.99 vs. Previous Year

16.13 vs. Previous Quarter

Sales Growth

250.00% vs. Previous Year

140.00% vs. Previous Quarter

39.60%

5.50%

Price Ratios

http://www . zacks.com/research/print.php ?type=report&t=SJI

AC

11/30/2009
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2.02

10.30
1 .20

0.88

0.92
0.93

12.53 09/30/09

13.17 06/30/09

14.14 03/31/09

Operating Margin
0.54 09/30/09
0.64 05/30/09

0.74 03/31/09

Book Value

10.32 09/30/09

17.54 06/30/09

14.51 03/31/09

10.32

17.54
14.51

Debt to Capital

Price/Book

Price/Cash Flow

Price l Sales

Current Ratio

09/30/09

06/30/09

03/31/09

Net Margin

09/30/09

06/30/09

03/31/09

Inventory Turnover

09/30/09

06/30/09

03/31/09

6.37
5.74
5.73

09/30/09

06/30/09

03/31/09

Quick Ratio

09/30/09

06/30/09

03/31/09

Pre-Tax Margin

09/30/09

06/30/09

03/31109

Debt-to-Equity

09/30/09

06/30/09

03/31/09

0.63 09/30/09

0.62 06/S0/09

0.61 03/31/09

http://www . backs .com/research/print.php ?type=report&t=SJI
11/30/2009



Zacks.com Page 1 of 2

ZA KS
£ i\WEE£ l» '1"h1EE?~ZT szaisfaaszcn

Pfmfer:Ffatiags mwmw&8vsn¢#me§4!sw*1rns
Zacks.com Quotes and Research

SOUTHWEST GAS CORP (NYSE)

(4.74%) Vol . 191

SOUTHWEST GAS CORP. is principally engaged in the business of purchasing,transporting, and distributing natural
gas in portions of Arizona, Nevada,and California. The Company also engaged in financial services activities,through
PriMerit Bank, Federal Savings Bank (PriMerit or the Bank), a wholly owned subsidiary

13.07 ET I

G enera l information
SOUT HW EST  GAS
5241 Spring Mountain Road
P.O. BOX 98510
Las Vegas, NV 89193-8510
Phone: 702 876-7237
Fax: 702-876-7037
Web: www.swgas.com
Email: None

industry
Sector

UTIL~GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
09/30/09
02/25/2010

Price and Volume Information

§4353 r4:usc 1 "hll..l"l

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

1:2

2G Day Moving Average

Target Price Consensus

201 ,690.80
29

10-30-09 11-27-09

% Price Change

4 Week

12 Week

5.72

9.04

4.76

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

Dividend Yield

Annuai Dividend

1,184,20 Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount 11/12/2009 I$0.24

EPS Intormatinn
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .08

1 .92
7.00

02/25/2010

COTISBDSUS Recommendations

Current (1=Sirong Buy, 5=Stror\g Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundamental Ratios

EPS Growth

13.74 vs. Previous Year

13.08 vs. Previous Quarter

Sales Growth
147.37% vs. Previous Year

1,700,00% vs. Previous Quarter

15,20° %

18.09%
Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios
Price/Book 1.11 G9/30/09 7.97 09/30/09

http://www.zacks.com/research/print.php?type=report&t=SWX
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4.48

0.62

5.70

5.45

06/30/09

03/3 t /09

Operating Margin

09/30/09

06/30/09

03131/09

0.72

0.69

0.82

0.72

0.69

0.82

Book Value

5.93
5.35

5.09

5.93
5.35

5.09

09/30/09

06/30/09

03/31 /09

Debt to Capita!

09/30/09

05/30/09

03/31 /09

Price/Cash Flow

Price / Safes

Current Ratio

09/30/08

06/30/09

03/31/09

Net Margin

09/30/09

06/30/09

03/31/09

Inventory Turnover

09/30/09

06/30/09

03/31/09

06/30/09

03/31 /09

Quick Ratio

09/30/09

06/30/09

03/31/09

Pre-Tax Margin

09/30/09

06/30/09

03/31 /09

Debt-to-Equity

09/30/09

06/30/09

03/31/09

1,06
1.04
1.05

http://www.zacks.com/research/print.php?type=report&t=SWX
11/30/2009
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Z a c k m c o m  Q u o i n  a n d  R a a e a r c h

WGL HLDGS INC (NYSE)

(-1.27°/o)

WA S HING T O N G A S  L IG HT  CO  is  a  pub li c  u t i l i t y t ha t  d e li ve r s  and  s e lls  na t u r a l g as  t o  m et r opo li t an  Was h ing t on
D. C.  and  ad jo in ing  areas  in  Maryland  and  V i rg in ia .  A  d is t r ibu t ion subs id iary serves  por t ions  o f  V i rg in ia  and  Wes t
V i r g in ia .  T he  Com pany has  f ou r  who lly- owned  ac t i ve  s ubs id ia r ies  t ha t  inc lud e :  S henand oah  G as  Com pany
(Shenand oah)  is  eng ag ed  in  t he  d e livery and  sa le  o f  na t ura l g as  a t  r e t a i l in  t he  Shenand oah Va lley,  inc lud ing
Winches t er ,  M id d le t own,  S t rasburg ,  S t ephens  C i t y and  New Market ,  V i rg in ia ,  and  Mar t insburg ,  Wes t  V i rg in ia

V o l ,  1 ? 2 . 2 9 2 '¥8'G8 ET

G e n e r a !  l n f o r m a t i a r i
W G L  H L D G S  I N C
1 0 1  C o n s t i t u t i o n  A ve n u e  N W
Wa s h i n g t o n ,  D C  2 0 0 8 0
P h o n e :  7 0 3  7 5 0 - 2 0 0 0
F ax :  703  750 - 4828
We b :  w w w . w g lh o ld i n g s . c o m
E m a i i :  m ad am s @ w as hg as . c om

ind us t r y
S ec t o r

UTIL-GAS DISTR
Utilities

F is c a l Y ear  E nd
Las t  Repor t ed  Q uar t e r
N e x t  E P S  D a t e

September
09/30/09
02/10/2010

Price and Volume Irskvrmatiort

El-IGLJ 30-Daw Closing Prices s

Z a c k s  R a n k

Y es t e r d ay' s  C los e

5 2  W e e k  H i g h

5 2  W e e k  L o w

2 0  D a y M o v i n g  A ve r a g e

T ar g e t  P r i c e  Cons ens us

303,701 .kg

% > Pr ice Chang e

4  W e e k

1 2  W e e k

4,84
4.95

3.76

S h a r e  i n f o r m a t i o n

S har es  O u t s t and ing
(m i llions )

M ar k e t  Cap i t a l i z a t ion
(m i llions )

Shor t  Rat io

Las t  Sp li t  Dat e

xo-so-na 11-27-09

%  P r i c e  C h a n g e  R e la t i ve  t o  S 8 ¢P  5 0 0

4  W e e k

1 2  W e e k

Y T D

Dividend information
Dividend Yield

Armuai Dividend
1,577.44 Payout Ratio

Change in Payout Ratio
05/02/1995 Last Dividend Payout / Amount 10/07/2009 / $0.37

EPS information
Cur r en t  Q uar t e r  E P S  Cons ens us  E s t im a t e

C u r r en t  Y ea r  E P S  C ons ens us  E s t im a t e

E s t im a t ed  Long ~ T er m  E P S  G r owt h  Ra t e

N ex t  E P S  R epo r t  D a t e

Consensus Recommendations
Current (1=S\rong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago
02/t0/2010 90 Days Ago

0.98
2.27

F u n d a m e n t a l  R a t i o s

Cur r en t  F Y  E s t im a t e

T r a i l i ng  12  M on t hs

P E G  R a t i o

E P S  G r o w t h

1 3 . 8 5  v s .  P r e v i o u s  Y e a r

1 2 . 3 9  vs .  P r e v i o u s  Q u a r t e r

S a le s  G r o w t h

1 8 . 6 4 % vs .  P revious  Y ear

327.27° /< vs .  P revious  Q uar t e r

155, 45 ' *A

P r i c e  R a t i o s

http://www.zacks.com/research/print.php?type=report8Lt=WGL 11/30/2009
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1 .44

7.07
0.58

11.44

11.67

11.60

09/30/09

06/30/09

03/31 /09

Operating Margin

09/30/09

08/30/09

03/31 /09

1.08
1.17
1.20

0.70

0.82
1 .04

Book Value

7.30
7.81

7.58

7.30

7.81
7.58

09/30/09

06/30/09

03/31/09

Debt to Capital

Price/Bock

Price/Cash Flow

Price / Safes

Current Ratio

09/30/09

05/30/09

03/31/09

Net Margin

09/30/09

06/30/09

03/31/09

Inventory Turnover

09/30109

06/30/09

03/31/09

8.81
9.10

8.22

09/30/09

06/30/09

03/31 /09

Quick Ratio

09/30/09

06/30/09

03/31/09

Pre-Tax Margin

09/30/09

06/30/09

03/31/09

Debt-to-Equity

09/30/09

06/30/09

03/31 /09

0.51

0.55

0.57

09/30/09

OB/30/09

03/81/09

http://www.zacks.com/research/print.php?type=report8z;t=WGL 11/30/2009
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Selected Yields

3 Months 3 Months
Recent

(11/24/09) (8/26/09) (11/25/08)
Recent

(11/24/09) (8 / 26 / 09)  (11 / 25 / 08)

TAXABLE

0.00-0.25 0.00-0.25

Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs
6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected) 1 .14
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.59
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
ForeignBonds (10-Year)
Canada
Germany
lapin
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

6.22

TAX-EXEMPT
Bond Buyer Indexes
20-Bond Index (COS)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Aaa
S-year A
10-year Aaa
10-year A
25/30~year Aaa
25/30-year A
Revenue Bonds (Revs)(25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

Federal Reserve Data

Excess Reserves
Bor rowed Reserves
Net  F ree/Bor rowed Reserves

BANK RESERVES
(T w o-W eek  Per iod ;  in  M i l l i ons ,  N ot  Seas ona l l y  Ad jus t ed)

Recent Levels
11/4 /09
1059253

248364
810889

11/18/09
1046180

217690
828490

Change
13073
30674
17601

926142
282156
643987

Average Levels Over the Last
26 Wks 52 Wks
847097 792057
354676 475956
492420 316101

Change

Growth Rates Over the Last

1 z Mos

M I  (C u r re r \ c y + dem and  depos i t s )
MY (M I  +sav ings+smal l  t ime depos i t s )

M O N E Y SUPPLY
(One-W eek  Per iod ;  in  B i l l i ons ,  Seas ona l l y  Ad jus t ed)

Recent Levels

11/9/09 11/2/09
1718.8 1695.9
8388.9 8387.3 1.6 3 . 1%

©2009, Value Line PubEshing, Inc. AN rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties cf any kind. THE PUBLISHER
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly tor subscriber's own, non-commercial, internal use. No part at it may be reproduced
resold. stored or transmitted in any printed, electronic or other form, or used tor generating or marketing any printed Cr electronic publication, sen/ice or product
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Selected Yields

3 Months 3 Months
Recent

(11/1a/09) (8/19/09) (11/19/08)
Recent

(11/18/09) (8/19/09) (11/19/08)

0.00-0.25 0.00-0.25

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs
6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected) 1 .15
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

6.24

TAX-EXEMPT
Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (COs)
1-year Aaa
1-year A
5-year Aaa
S-year A
10-year Ala
10-year A
25/30-year Aaa
25/30-year A
RevenueBonds(Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Seasonally Adjusted)

Recent Levels

10/21/09
986798
265229
721569

11/4/09
1059253

248364
810889

Change
72455
16865
89320

Average LevelsOver the Last

12 Wks 26 Wks 52 Wks
877903 827902 766778
299705 375407 492904
578198 452495 273875

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Acuusted)

Recent levels

11/2/09 10/26/09
1695.9 1668.0
8387.3 8393.8 6.5

Change

Growth Rates Over the Last

1 zMos

MI (Currency+demand deposits)
M2 (ml +savings+small time deposits)

@20Q8,lléltieLine Publishing, Inn. Allrlghls reserved. Facluai material is obtained from sources believed Tobe reliable and is provided without warranties al any klndj[HE PUBl,lsl;lER
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publlcaUort is strictly lot subscriber's own, non-commercid, internal use. No part bl it may be repifUdUced
resold, stored or transmitted in any printed, electronic or other farm, or used lot generating or marketing any printed or electronic publication, service or product



NOVEMBER 20, 2009 VALUE LINE SELECTION 8: OPINION PAGE 3205

Selected Yields

3 Months 3 Months

Recent
(11/10/09) (8 /12/09) (11/12/08)

Recent
(11/10/09) (8 / 12 / 09)  (11 / 12 / 08)

TAXABLE
Market Rates

0.00-0.25 0.00-0.25
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs
6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected) 1.25
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (1 O-yearI A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

6.32

TAX-EXEMPT
Bond Buyer Indexes
20-Bond Index (GOS)
25-Bond Index (Revs)
General Obligation Bonds(Gos)
1-year Ala
1-year A
5-year Aaa
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revalue Bonds(Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

Federal Reserve Data

Excess Reserves
Bor rowed Reserves
Net  F ree/Bor rowed Reserves

BANK RESERVES
(T w o-W eek  Per iod ;  in  M i l l i ons ,  N ot  Seas ona l l y  Ad jus t ed)

RecentLeve\§
10/21/09
986806
265229
721577

11/4 /09
1059256

248364
810892

Change
72450
16865
89315

Average Levels Over the Last
12 Wks 26 Wks 52 Wks
877905 827903 766779
299705 375407 492904
578200 452496 273875

M O N E Y  S U P P L Y
(One-W eek  Per iod ;  in  B i l l i ons ,  Seas ona l l y  Ad jus t ed)

Recent Levels
10/26/09 10/19/09
1668.0 1678.7
8393.8 8358.0

Change

Growth Rates Over the Last
12 Mos

M I  ( C u r r e n c y + d e m a n d  d e p o s i t s )
M2 (M i  +sav ings+smaI I  t ime depos i t s )
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NOVEMBER 13, 2009 VALUE Ll NE SELECTI ON & OPIN ION P AG E 32 l 7

Selected Yields

3 Months 3 Months

Recent
(11/04/09) (8/05/09) (11/05/0s )

Recent

( 11 / 04 / 09 )  ( 8 / 05 / 09 )  ( 11 / 05 / 08 )

T AXABLE

0.00-0.25 0.00-0.25

Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs
6-month
1 -year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected) 1 .39
30-year
30-year Zero

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Uti l i ty A
Financial A
Financial Adjustable A

6.39

TAX-EXEMPT
Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Ala
5-year A
10-year Ala
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

Federal Reserve Data

Excess Reserves
Bor rowed Reserves
Net  F ree/Borrowed Reserves

BANK RESERVES
(T w o-W eek  Per iod ;  i n  M i l l i ons ,  N o t  s eas ona l l y  Ad jus t ed)

Recent Levels

10/7/09
9t 8428
288565
629863

10/21/09
986806
265229
721577

Change
68378
23336
91714

Average Levels Over the Last

12 W ks 26 Wks 52 Wks
830709 813841 737981
313827 398049 509303
516882 415792 228678

M O N E Y  S U P P L Y
(One-W eek  Per iod ;  in  B i l l i ons ,  Seas ona l l y  Ad jus t ed)

Recent Levels

10/12/09
1667.6
8331 .5

10/19/09
1679.6
8357.9

Change

Growth Rates Over the Last

12 Mos

M I  ( C u r r e n t / + d e m a n d  d e p o s i t s )
MY (M I  +sav ings+smal l  t ime depos i t s )
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NOVEMBER 6. 2009 VALUE LINE SELECTION & OPINIGN PAGE 3229

Selected Yields

3 Months 3 Months
Recent

(10/21/09) (7/29/09) (10/29/08)
Recent

(10/21/09) (7/29/09) (10/29/08)

TAXABLE

25
0.00-0.25 0.00-0.25

6.20

1 .44

Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs
6-month
1-year
5-year
U.S. Treasury Securities
3~month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero 39

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 650,
FNMA ARM
CorporateBonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Uiilily A
Financial A
Financial Adjustable A

TAX-EXEMPT
Bond Buyer Indexes
20-Bond Index (GOS)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Ala
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds(Revs) (25/30-Year)
Education AA
Eiectric AA
Housing AA
Hospital AA
Toll Road Ala

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two~Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

10/7/09
918428
288565
629863

10/21/09
986805
265229
721576

Change
68377
23336
91713

830708
313827
516882

Average Levels Over the Last

26 Wks 52 Wks
813841 737980
398049 509303
415792 228678

MONEY SUPPLY
(One-Week Period in Billions, Seasonally Adjusted)

RecentLevels

10/12/09 10/s/09
1668.0 1667.2
8331 .6 8340.7

Change
0.8

Growth Rates Over the Last

12 Mos
MI (Currency+demand deposits)
M2 (MI +savings+small time deposits)

czwfinaauna the. nmmmaimi s=nhlt3ii§&E6m sdurusnaueiiaiiiuiuia \&nili=1=hfi¢fs u.r¢¢IdHwi0i°¢i! nananftbeqfiatr.
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OCTOBER 30 VALUE Lx E SELECTION 8: OPINION PAGE 3241

Selected Yields

3 Months 3 Months

Recent
(10/ 21 / 09) (7/22/09) (10/22/08)

Recent

( 10 / 21 / 09 )  ( 7 / 22 / 09 )  ( 10 / 22 / 08 )

TAXAESLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs

0.00-0.25 0.00-0.25

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected) 1.38
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility 125/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
l ap i n
United Kingdom
Preferred Stocks
Util i ty A
Financial A
Financial Adjustable A

6.16

TAX-EXEMPT
Bond Buyer Indexes
20-Bond Index (Gos)
25-Bond Index (Revs)
General Obligation Bonds (GOS)
1-year Aaa
1-year A
S-year Aaa
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

Federal Reserve Data

Excess Reserves
Bor row ed R es erv es
Net  F ree/Borrowed Reserves

BANK RESERVES
(T w o-W eek  Per iod ;  in  M i l l i ons ,  N ot  Seas ona l l y  Ad jus t ed)

Recent Levels
9/23/09
854614
307300
547314

10 / 7 / 09
918431
288565
629866

Change
63817
18735
82552

796004
331341
464663

Average Levels Over the Last

26 W ks 52 W ks
800840 706471
421671 519593
379169 186879

M ON EY SU PPL Y
(One-W eek  Per iod ;  i n  B i l l i ons ,  Seas ona l l y Ad jus t ed)

Recent Levels

9/28/09
1655.3
8364.0

10/5/09
1672.2
8340.7

Change

Growth Rates Over the Last

12 Mos

M I  ( C u r r e n c y + d e m a n d  d e p o s i t s )
MY (M I  +sav ings+smal l  t ime depos i t s )

o zouafvlttae Leia pubisttine; Inc. Al ttgntsrféeaites. w e iwegliuéuqgluqpulyleurn;lgi;¢;?D8.» 4!1y:l=i!\Eliil8EHq5LI§',-g;gg-n
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resold. stored or transmitted in any printed, electronic or other form. or used tor generating or marketing any printed or electronic publication, service Cr product
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OCTOBER 23, 2009
PAGE 3253

Selected Yields

3 Months 3 Months

Recent
(10/14/09) (7/15/09) (10/15/08)

Recent
(10/14/09) (7 / 15 / 09)  (10 / 15 / 08)

0.00-0.25 0.00-0.25

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/Pi )
3-month LIBOR
Bank CDs
6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-rnonth
1 -year
5-year
10-year
10-year (inflation-protected) 1 .46
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.59
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
lapin
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

6.22

TAX-EXEMPT
Bond Buyer Indexes
20-Bond Index (COS)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Ala
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds(Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

90

Federal Reserve Data

Excess Reserves
Bor row ed R es erv es
Net  F ree/Bor rowed Reserves

BANK RESERVES
(T w o-W eek Per iod ;  in  M i l l i ons ,  N o t  Seas ona l l y  Ad jus t ed)

Recent Levels
9 /23 /09
854614
307300
547314

10/7/09
918434
288565
629869

Change
63820
18735
82555

Average Levels Over the Last

12 Wks 26 Wks 52 Wks
796002 800839 706471
331341 421671 519593
464661 379168 186878

Change

Growth Rates Over the Last

12 Mos

M O N E Y  S U P P L Y
(One-W eek  Per iod ;  in  B i l l i ons ,  Seas ona l l y  Ad jus t ed)

Recent Levels

9/21/09
1639.8
8309.8

9/28/09
1653.6
8357.3

10.9%
M 1 (C ur renc y +dem ar \ d  depos i t s )
M 2 (M I  +s av ings +s m al l  t im e depos i t s )
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OCTOBER 1 6, 2009 VALUE LINE SELECTION a OPINION PAGE 3265

Selected Yields

3 Months 3 Months
Recent

(10/07/09) (7/08/09) (10/08/08)
Recent

(10/07/09) (7/08/09) (10/08/08)

TAXASLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.00-0.25 0,00-0.25

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected) 1.42
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.59
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Uti l i ty A
Financial A
Financial Adjustable A

5.95

TAX-EXEMPT
Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Ala
1-year A
5-year Aaa
S-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30~year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

Federal Reserve Data

Change
28656Excess Reserves

Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period in Millions, Not Seasonally Adjusted)

Recent Levels

8/26/09
794531
327647
466884

9/9/09
823187
320295
502892 36008

Average Levels Over the Last

12 W ks 26 Wks 52 W ks
754073 7736B1 643433
369408 467326 513721
384665 306355 129711

Change

Growth Rates Over the Last

12 Mos
11 .4%MI (Currency+demand deposits)

MY (MI +savings+smaII time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Acu'u5ted)

Recent Levels

9/14/09
1670.9
8318.3

9/21/09
1639.8
8310.3 8.0
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